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CHANGES IN THE AGGREGATE VOLUME AND 
DISTRIBUTION OF PURCHASING POWER 
DURING RECOVERY! 


O. C. STINE 


Bureau or AGRICULTURAL EcoNomMIcs 


Agricultural Income and Purchasing Power 


The gross income from agriculture for the 1934 season? prob- 
ably will be about $7,200,000,000, compared with about $6,300,- 
000,000 for 1933 and $5,300,000,000 for 1932, the low point of the 
depression. This is an increase of 36 percent in two years. Cash 
income will probably increase from $4,370,000,000 to about $6,200- 


000,000, an increase of $1,830,000,000 or 42 percent. Rental and 
benefit payments made material contributions to this increase, 
amounting to $271,000,000 in 1933 and about $589,000,000 in 1934. 
The actual position of the farm operator has been improved more 
than indicated by these figures. A three-year period, 1930-1932, 
in which income was insufficient to pay all expenses and farm 
hand wages to the operator, has now been followed by two years 
of income sufficient to return something to the operator for his 
management and capital. The income to farm operators from 
1934 production, for labor, capital and management after pay- 
ing expenses, probably would purchase about twice the quantity 
of the goods that could be bought by that for 1932. 

The above statement is a brief summary of the changes in agri- 
cultural income and purchasing power since 1932. The estimate 
for 1934 is preliminary, being based primarily upon production 
and marketings through November 1934. The cash income from 
the marketings of farm products and benefit payments in the first 
eleven months of 1934 exceeded the income for the corresponding 
months of 1933 by one billion dollars. The gross income from the 


1This paper was read at a joint meeting of the American Farm Economic Association and the 
American Statistical Association, Chicago, December 28, 1934. 


The season here used is the calendar year for livestock and the crop marketing period of 
each year’s crop production. See Crops and Markets, Aug. 1934, pp. 314-335. 
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agricultural production of 1933 has been estimated at $6,256,000, 
000. This includes an estimate of a little less than $1,000,000,000 
as the value of the farm products consumed on the farm. Assum- 
ing no significant change in the farm value of the products con- 
sumed on the farm, it seems likely that the gross income for 1934 
will amount to about $7,200,000,000. (See Table 1.) 


1. A PRretiminary Estimate or Gross Farm INcoME For 1934 1n CoMPARISON 
WITH 1932 AND 1933, By Groups or COMMODITIES" 


Source of income 1932 1933 1934 

Million Million Million 
dollars dollars dollars 

Crops: 

Grains 


Sugar crops 9 


Livestock and livestock products: 
609 560 588 


Total crops and livestock 


Rental and benefit payments: 
Cotton 


5,331 


Division of Statistical and Historical Research, Bureau of Agricultural Economics. oak 
*® The above estimates represent livestock production for market in the calendar year indicated and 


crop production for the season beginning with the harvest season, within the year; the rental and benefit 
payments are those made within the calendar year. 


Between 1932 and 1933 the gross farm income increased about 
$900,000,000, of which $300,000,000 were paid by the Government 
as rental and benefit payments and for livestock. In this first year 
of recovery, crops contributed most of the gains. The income from 
crops increased about $586,000,000, the greatest gain being from 
cotton which contributed $220,000,000. Fruits and vegetables con- 
tributed about $190,000,000 and tobacco over $70,000,000. The 
contribution of the grain crops was rather slight, mainly on 
account of the short wheat crop of 1933. There was practically 
no increase in the income from livestock products. The increase 
in dollar income from crops was due primarily to the revaluation 
of the dollar, the normal reaction of the raw materials markets 
to a turn in the general price level and improvement in general 
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business conditions. Livestock prices did not turn up as quickly 
as the prices of crops because of the fact that the production of 
livestock was continuing to increase and the increase in the dollar 
purchasing power of urban consumers in the latter part of 1933 
was not great enough to offset the effect of the great depression 
in the early part of 1932. 

The gain in gross farm income between 1933 and 1934 will 
probably be about $900,000,000, of which livestock including gov- 
ernment purchases has contributed about $450,000,000 and bene- 
fit payments about $318,000,000. All crops made slight gains, but 
the total crop gain was only a little more than $100,000,000, most 
of which was contributed by tobacco. In the case of many crops 
the advance in prices was barely more than sufficient to offset the 
reduction in volume for market. 
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Ficure 1. Indexes of income of industrial workers and cash income from livestock 
and livestock products, by groups, 1924 to date (1924-29= 100). 


The income from all classes of livestock products increased. 
The income from dairy production gained about $165,000,000, 
meat animals added $175,000,000, and increased government pur- 
chases have added about $80,000,000 to the income of meat ani- 
mal producers. The marketing gains from livestock production 
are primarily the result of maintaining business activity, and, 
consequently, of maintaining urban consumer purchasing power 
in 1934 materially above the average for 1933. (See Figure 1.) 

Against this description of changes in income, it may be of 
interest to note the changes in volume of production and the 
changes in price. Crop production declined sharply between 1932 
and 1934. (See Figure 2.) The production of 12 important crops 
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declined more than one-third in these 2 years. The greatest reduc- 
tions were in grain crops which dropped about one-half, and in 
cotton which was reduced about one-fourth. The production of 
fruits and vegetables was well maintained in spite of the depres- 
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Ficure 2. Crop productions, population, and per capita crop production, 1866 to 
date (1910-14= 100). 
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Figure 3. Indexes of net agricultural production, prices, and income, United States, 
1919 to date. 


sion. The production of meat animals increased and dairy pro- 
duction continued on a high level. The production of meat animals 
increased nearly 8 percent between 1932 and 1933, and then added 
12 percent more in 1934. Dairy production declined only slightly 
from 1932 to 1934.° It should be observed, of course, that the 


- 3 co Agricultural Production in 1934” by C. M. Purves, in The Agricultural Situation, 
ec, 1, 1934, 
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increased slaughter of meat animals registered here represents 
in part a liquidation of producing stock. Thus the volume of agri- 
cultural production declined only about 6 percent but prices rose. 
(See Figure 3.) 

The prices of farm products rose from the low level of 65 per- 
cent of pre-war in 1932 to 101 in November 1934. The first great 
gain in the prices of many of the important crops in 1933 was 
the result of prospects for smaller crops, the depreciation of the 
dollar in international exchange, and an improvement in the gen- 
eral economic situation. Further price gains were made in 1934 
on account of reduced crops and increases in the dollar purchas- 
ing power of consumers. In January 1934 farm prices averaged 
only 77 percent of pre-war, and reached 103, a gain of 26 points, 
by September. The average price of meat animals in 1933 was 
lower than in 1932 and in January of this year was lower than 
the average for the previous year; but by September the price 
of meat animals had increased to 82 percent of pre-war com- 
pared with 55 in January. Dairy products gained from 84 in 
January to 105 in November. Summing up these price changes 
in terms of calendar years, the prices of agricultural products 
increased from 65 percent of pre-war to 70 percent between 1932 
and 1933, and advanced to an average of about 90 percent in 
1934, a gain of 38 percent. The net result of a decline of 6 per- 
cent in net production and this rise in prices is a gain of about 
21 percent in the gross income from production between 1932 
and 1934. Adding benefit payments raises the advance to 35 per- 
cent over the gross income of 1932. 


Volume of Farm Purchasing Power 


The subject calls for an estimate of changes in the aggregate 
volume of purchasing power as well as changes in income during 
recovery. In estimating the ability of farmers to buy commodi- 
ties and services, the volume of cash income is more significant 
than gross income. Tentatively we estimate the cash income for 
1934 at $6,200,000,000, compared with $5,300,000,000 for 1933 and 
$4,370,000,000 for 1932. This would be the largest volume of cash 
income realized since 1930. Naturally the significance of these fig- 
ures also depends upon how the money is spent and what changes 
have taken place in the prices of commodities and in the costs of 
services which farmers usually purchase or employ. 

Fortunately for the farm operator, in a period of recovery the 
prices of many commodities and charges for services as a rule 
do not advance as rapidly as the prices of farm products. Con- 
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sequently, income is likely to advance more rapidly than costs, 
and that has been the fact in the past two years. Costs that are 
ordinarily considered as fixed have declined under the pressure 
of the years of general depression, and have continued to decline 
after the upward turn in farm income. (See Figure 4.) Taxes on 
farm property have been reduced so that the amount payable 
upon real estate and personal farm property probably has de- 
clined from $476,000,000 in 1932 to about $400,000,000 in 1934, 
and interest payable upon mortgage indebtedness and bank notes 
from $596,000,000 to about $500,000,000. In response to the gen- 
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Ficure 4. Prices paid by farmers, wages paid to hired labor, interest payable on 


mortgage indebtedness, and taxes payable on farm real estate, 1910 to date (1910-14 
=100). 


eral improvement, farm wages and operating expenses increased 
but not so rapidly as farm income. Wages to hired labor con- 
tinued to decline from 1932 to 1933, turned upward in 1934 but 
in that year amounted to only about $378,000,000 as compared 
with $380,000,000 in 1932. Operating expenditures have increased 
from $1,455,000,000 to about $1,675,000,000. Adding these items 
together and subtracting them from cash income leaves a balance 
of about $3,250,000,000 for 1934, compared with $1,463,000,000 in 
1932. Thus cash available to the farmer for living, after the pay- 
ment of operating costs, interest and taxes, would be more than 
doubled between 1932 and 1934. 

The cost of living on the farm increased to some extent so that 
the power to purchase commodities for living did not increase 
as much as the dollar income available for living. An index of 
prices of commodities farmers usually buy for living on the farm 
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increased from 108 to 122 percent of pre-war in these two years. 
Deflating the estimates of cash income available for operators’ 
labor, capital, and management, we find that for 1934 equivalent 
to about $2,650,000,000 in purchasing commodities for living on 
the basis of pre-war prices, compared with $1,356,000,000 for 
1932, an increase of 95 percent. Since the prices of commodities 
farmers purchase for use in production changed about to the 
same extent as the prices of those used for living, the real pur- 
chasing power of the farmer for commodities he buys doubled in 
the two years provided he chose to spend these net gains in 
the current purchase of commodities. Undoubtedly farmers used 
these gains in part to reduce accumulated debts or to make up 
deferred payments. 

The relatively great improvement in purchasing power in the 
past two years is from a very low level, and represents in part 
foreed readjustments in expenditures. The interest bearing in- 
debtedness of farmers has been reduced by default and by scal- 
ing down the debts as well as by repayment. Taxes on farm 
property have been scaled down as a matter of necessity. The 
maintenance of rural community services depends upon tax pay- 
ments, and in many cases these services have been adjusted 
toward what the farmer could pay, both by reduction in salaries 
and reductions in services. These readjustments have reacted 
upon rural communities engaged mostly in servicing the farmers 
and reduced the purchasing power of all such communities. In 
some measure these readjustments tend to offset gains in the 
net dollar income of farmers so that the total commodity pur- 
chasing power of rural communities has not increased so much 
as the net gains to farmers. 

If the taxes levied and interest payments due were paid, the 
incomes to farm operators in 1930, 1931 and 1932 were not suffi- 
cient to yield them wages equivalent to the low wages paid to 
hired hands in those years, but in the past two years they have 
earned the equivalent of farm hands’ wages for themselves and 
the working members of their families and a small margin of 
about 2 to 3 percent for return on the greatly reduced value of 
farm property. 

In this connection it should not be overlooked that the income 
of the past year has been in part realized from a sale of produc- 
tive livestock. The value of farm operators’ capital has been 
reduced about 40 percent since 1929. This reduction has been due 
to the fall in prices. Undoubtedly machinery and equipment 
depreciated but livestock numbers increased. The net gain of 
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1934 has been spent in part in replacing and restoring farm 
machinery and equipment. 

The significance of the improvement in income and changes in 
expenditures may be more clearly seen by noting the changes 
that took place between 1932 and 1933 as indicated by returns 
from individual farmers.* Such data are not yet available for 
1934. In the years 1932 and 1933 more than 6,000 farmers report- 
ing to the Department of Agriculture showed the following inter- 
esting changes: The receipts from the sales of farm products 
increased from $1,014 per farm to $1,222; their taxes decreased 
from an average of $149 to $127, and interest payments declined 
from $173 to $160; the average cash outlay for hired labor per 
farm increased from $185 to $220; expenditures for machinery 
and tools increased from $34 to $44; and the amount spent on 
farm improvements increased from $29 to $40. These farms are 
larger and better than the average of all the farms of the United 
States, but they probably represent correctly the tendencies of 
farm operators in general with respect to the distribution of 
their income as it increases. 

The cash available for maintenance of machinery and equip- 
ment and to keep up the condition of the farm is still probably 
far short of what would be required to keep the farm plant in 
good order. In 1929 the eash receipts of the reporting farms 
averaged $2,669 per farm, of which they spent $159 on machinery 
and tools and $125 on farm improvements. The differences in the 
average expenditures for improvements and for machinery be- 
tween 1929 and 1932 or 1933 indicate some of the most signifi- 
cant adjustments made to the depression. From this it may also 
be observed that recovery on the farm is likely to be registered 
most quickly and most strikingly in those industries supplying 
goods and services which were sacrificed most in the depression. 

The position of the farmer has also been improved by the 
refinancing of debts and the establishment of federal credit agen- 
cies for providing loans to farmers on the basis of liberal ap- 
praisals and comparatively low rates. The refinancing of debts 
and the reduction of interest charges has contributed toward 
restoring the farmers’ credit and thus increased their current 
purchasing power, as rapidly perhaps, if not more rapidly than 
the actual current increase in income. This improvement in the 
position of the farmer has been a basic factor in the general 
improvement in the financial and business conditions of rural 
communities throughout the United States. 


4 Orops and Markets, July 1934, pp. 262-263 
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MONETARY POLICY AND PRICES! 
G. F. Warren anv F.. A. Pearson 


CorNELL UNIVERSITY 


The Value of Gold 


For many years before the War, the value of gold relative to 
the value of other commodities was fairly stable when world 
monetary supplies of gold increased at the same rate as world 
production of other commodities. From 1914 to 1928, world mone- 
tary stocks of gold increased 38 per cent and world production 
of other commodities increased 38 per cent. Had it not been for 
the reduced demand for gold, pre-war prices would have been 
expected, but prices were 40 to 50 per cent above pre-war. On 
many occasions during the past sixteen years, the writers have 
called attention to the expectation that prices would fall to the 
pre-war level or lower, and to the further expectation that the 
crash would cause an abnormal demand for gold. 

Many economists thought that gold had permanently lost value 
and that prices would not fall. The following statement made by 
Professor Kemmerer in 1922 expressed the opinion of many 
economists: “It is my guess that while the bulk of the deflation 
is over in this country, we may expect in the next few years a 
decline in the general price level from the present index number 
of 149 to somewhere in the neighborhood of 140 or 135.’’? 

Evidently Professor Kemmerer continues to hold this point 
of view for in a book published this year he states: “If the as- 
sumption previously made in this book is sound, that the present 
high value of gold is but temporary and that, after the world 
depression has passed and the world-wide clamor for gold for 
hoarding purposes in the nervous stress and strain of critical 
years has subsided, the value of gold will depreciate to approxi- 
mately what it was during the years 1921 to 1929, or about that 
of the year 1926,...78 

When 1910-1914 is 100, the United States Bureau of Labor 
index number of wholesale prices for all commodities in 1926 
was 146. In September 1934 it was 67 in gold. Index numbers for 
eleven countries averaged 70 (table 3). When pre-war is 100, 
the highest index for any of the eleven countries was 77. Index 


1This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 
Association, Chicago, Ill., December 26, 1934. 
Kemmerer, E. W.: The Present Economic Situation and the Farmer, Official Proceedings 
of the Seventh Annual State Agricultural Convention, Trenton, N. J., p. 78, February, 1922, 
8 Kemmerer, E. W.: Kemmerer on Money, 191-192, 1934. 
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numbers for raw materials in five countries averaged 63, which 
was the same as the Bureau of Labor index for raw materials. 
The highest index for any country for raw materials was 69, 
Professor Kemmerer’s forecast means that he expects that gold 
will lose more than half of its present value. 

The writers found no reasons in either science or history for 
expecting that the pre-depression price level could be maintained 
with all the world re-established on a gold basis, and therefore 
considered the price collapse to be inevitable. Just as there was 
no expectation that the high price level could be supported with 
the entire gold world re-established on a gold basis, so there is 
now no expectation that prices in gold can return to the pre- 
depression level if the former gold-using world continues to use 
gold for money, or continues to bid for gold. In a similar period 
following the Napoleonic Wars, there was no price recovery.‘ 
Hoarding, caution in borrowing and lending, and desire for li- 
quidity will continue for many years. Of course, a phenomenal 
and unprecedented gold discovery might change this. 

The collapse in prices in gold is shown in figure 1. Prices fell 

| 


= 


5 
1929 /930 /93/ 1932 /933 /934 


Ficure 1. Prices of basic commodities in six countries expressed in pre-war gold 
currencies. Pre-war= 100. 


4 Warren, G. F. and Pearson, F. A.: Gold and Prices, pp. 94, 103, 106-7. 1935. 
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precipitously for three years, and have fallen gradually for two 
years. Apparently the major portion of the drop is over. Ulti- 
mately, it is to be expected that gold will lose some of its exces- 
sive value, but this is likely to come as a result of getting out of 
the depression rather than as an aid in getting out, that is, hoard- 
ing and caution will gradually be reduced as a result of favorable 
experience in active business rather than in anticipation of such 
an experience. While prices expressed in pre-war gold curren- 
cies may be expected to rise, they are likely to remain below pre- 
war for some years. 


Price of Gold 


Even if gold is some day to lose as much of its value as Pro- 
fessor Kemmerer believes, the present generation must live in 
its own day. It cannot go on in idleness while waiting for gold 
to lose some of its value. Since such drastic deflation has proved 
impossible, most of the gold-using world has raised the price of 
gold. The most conservative group is the “dollar-sterling” group 
of countries, which includes England, South Africa, Canada, and 
the United States. This group of countries has raised the price 
of gold from 65 to 69 per cent (table 1). Another group of coun- 
tries has more than doubled the price of gold. This includes Den- 


TABLE 1.—INDEXx NUMBERS OF THE PRICE OF GOLD IN VARIOUS COUNTRIES 


South United 
England Africa i States Sweden 


October 1931 
December 1931 
July 1932 

October 1932 
February 1933 
July 1933 

October 1933 
October 5, 1934 
December 3, 1934 


December 1929 ............ 
December 1930 


_iuiteerland and Holland still maintain their pre-war currencies. Their price of gold has continued 
a . 


.France, Italy and Belgium raised the price of gold previous to the depression so that their prices are 
higher than before the war, but have not been changed since 1929. 


100 100 100 100 100 100 
Eres 100 100 102 100 100 100 
100 100 101 100 100 100 
125 100 127 112 100 116 
144 100 144 121 100 143 
137 102 137 115 100 147 
143 102 142 110 100 153 
142 144 141 120 100 147 
146 148 146 148 140 156 
155 157 155 152 149 165 
167 167 166 165 169 178 
New 
Norway | Finland |Denmark | Australia| Zealand |Argentina| Japan 
100 100 100 102 100 104 100 
100 100 100 109 100 128 100 
100 100 100 131 138 100 
October 1931 ............. 121 109 122 163 138 186 101 
December 1931 ........... 145 149 144 181 ae 165 115 
152 164 140 172 150 165 182 
October 19082 ............. 156 170 152 179 157 165 216 
February 1933 ............ 153 169 176 179 178 165 240 
171 180 184 183 167 242 
October 1933 ............. 170 181 191 195 194 166 267 
October 0 6 183 194 206 209 207 217 292 
| December 3, 1934.......... 182 193 204 207 206 217 291 
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mark, Australia, New Zealand, Japan, and the Argentine. Since 
prices in gold throughout the world are generally less than half 
of what they were before the depression, only those countries 
that have more than doubled the price of gold have restored the 
pre-depression price level. 

Those countries that were forced to, or had the judgment to, 
start reflation first have fared best. Australia and the Argentine 
left the gold standard in 1929 and avoided a large part of the 
depression. England left the gold standard September 21, 1931 
and avoided the worst part of the depression. She was quickly 
followed by a large part of the world. The United States con- 
tinued until our entire credit structure collapsed. After such a 
wreck, recovery is a slow and painful process. Had we followed 
the example of England in 1931, conditions here would be very 
different. England has been working toward recovery for three 
years. Our conditions rapidly became worse until the spring of 
1933. We, therefore, had a much more serious injury to recover 
from, and about half as much time within which to recover. 
Compared with the United States, England has made excellent 
progress. 


Results of Raising the Price of Gold 


Some persons expected commodity prices to rise 69 per cent 
when gold was revalued in February. As a matter of fact, the 
price of gold was raised less than 2 per cent at that time. Most 
of the advance in the price of gold came from April to September 
1933 and most of the increase in prices of basic commodities, of 
course, occurred at that time. 

There is much confusion concerning the effect of raising the 
price of gold because economic forces rarely act singly. For ex- 
ample, in 1933 there were distressingly large stocks of cotton 
due to low consumption during the depression. The weather was 
favorable so that a large crop was in sight. After plowing under 
cotton, the world supply was still one per cent larger than for 
the previous year (table 2). Improved business conditions im- 
proved the demand for cotton in countries that were off gold, but 
the declining business conditions reduced demand in the coun- 
tries on gold. The United States imposed a very high tax on cot- 
ton consumption which would lower prices. It also plowed under 
cotton and raised the price of gold, both of which would raise 
prices. The world level of commodity prices in gold was falling. 
As a result of all these forces the price of cotton in the United 
States rose. What made it rise? 
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TABLE 2.—Prices or Mippiine Cotton 9 Montus, SEPTEMBER-May 


Sept. 1932 Sept. 1933 Percentage 
May 1933 May 1934 change 
Prices in gold: 
Havre, France, frances per 50 kg... .....ccccccccccsccccces 224.56 226.00 +0.6 
Amsterdam, Holland, florins per 100 kg................4- 42.39 42.26 —0.03 
Liverpool, England, pence per Ib.............2.eeeeeeees 3.78 3.76 —0.05 
Prices in currency: 


Sources—Report of Administration of the Agricultural Adjustment Act, Weekly Trade Report of New 
York Cotton Exchange, and daily market reports. 


The combined effect of the final supply of and demand for 
American cotton and the world supply of and demand for gold 
was such that for the nine months September 1933 to May 1934, 
compared with the same nine months of the previous year, there 
was no change in the price of cotton in gold. The price of middling 
cotton in gold declined a fraction of one per cent in Holland and 
England and rose a fraction of one per cent in France (table 2). 
The price of cotton in gold in the United States for September 
1932 to May 1933 was 6.64 cents. Had the price of gold not been 
raised, this would have been the expected American price. Had 
nothing been done, that is, had no cotton been plowed under and 
no increase in the price of gold been made, prices would have 
been less than for the previous year, that is, less than 6.64 cents, 
presumably between five and six cents.5 The Yearbook of the 
Department of Agriculture for 1930 shows the relationships of 
the supply of American cotton to prices. By plowing under 25 
per cent of the crop the supply of American cotton was reduced 
by 15 per cent. A decrease of 15 per cent in the supply of Ameri- 
can cotton would not be expected to raise prices more than 25 
per cent above what they would have been, but the heavy tax 
(about 38 per cent) on the portion of the supply consumed in the 
United States would have offset considerable of this.* The price 
of cotton for nine months beginning with October 1933 averaged 
11 cents. Had no cotton been plowed under, this price probably 
would have been reduced to between nine and ten cents. 

The expected average prices for September 1933 to May 1934 
were therefore as follows: nothing done, 5-6 cents; cotton plowed 
under, but price of gold not raised, 6.64 cents ; price of gold raised, 


5 Had the price of gold not been raised, business conditions probably would have been Jess 
favorable, and the demand for cotton would probably have declined and so would have adversely 
affected world prices of cotton and probably lowered this figure. 

6 The above calculations are based on the potential supply and price as 100. With the actual 
supply and — expressed as 100, there would have been an 18 per cent greater supply of Amer- 
ican cotton had none been plowed under and a probable reduction of nearly 20 per cent in price. 
The tax on the American consumption would have offset considerable of this. 
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bat no cotton plowed under, 9-10 cents; crop plowed under and 
price of gold raised, 11 cents. 

Of one thing we are certain. After plowing under cotton there 
was no rise in price except in countries that raised the price of 
gold. There is no theory about this fact. This is not surprising 
since the world supply of cotton was up one per cent even after 
destroying part of the crop. 

Before the drought, prices for twelve farm products advanced 
more than the price of gold, and twelve advanced less. The 
drought has thus far increased prices of grain and feed, but has 
probably depressed livestock prices. 

In order to determine the effect of monetary policy on farm 
prices, it is necessary to eliminate the effects of scarcity and 
taxation. American business men are firmly imbued with the idea 
that a smaller supply brings a higher price. It is equally true that 
at a lower price more is consumed. To deny the effect of price on 
consumption is to deny the whole theory of supply- -price rela- 
tionships. If the supply is reduced enough to raise prices by x 
amount, then a tax of x will completely offset the effect of the 
smaller supply and leave prices where they were. The consumer 
is, of course, concerned with the amount that he pays and not 
with its distribution between the tax collector and the producer. 
The Journal of Commerce index of prices for 30 basic commodi- 
ties has followed the price of gold fairly closely. Since the world 
level of prices in gold has declined slightly, there is no reason for 
expecting such an index to rise more than the price of gold ex- 
cepting as it includes some commodities, the supplies of which 
are short. 

Many of the prices in the United States Bureau of Labor index 
of all commodities are administratively set. Many of these de- 
clined very little during the depression. For example, prices of 
farm machinery fell only 15 per cent from September 1929 to 
February 1933. During this same period, wholesale prices of steel 
rails fell 7 per cent; aluminum, 4 per cent; thread, 3 per cent; 
anthracite coal, 2 per cent; salt, 1 per cent; and sulphur remained 
unchanged. These industries were in distress not because of 
prices, but because so little business could be had at the set prices. 

Reflation does not call for an increase in those prices which 
had not responded to deflation. It relieves such prices from the 
necessity of falling. For example, steel rails declined only 7 per 
cent from September 1929 to February 1933, whereas scrap steel 
declined 65 per cent (figure 2). It was not to be expected that steel 
rails would rise 69 per cent when they had failed to decline. For- 
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tunately their prices were lowered after the price of gold was 
raised and orders were received. The price of scrap steel more 
than doubled. This brought the two prices into equilibrium. Any 
index number which includes a considerable number of such items 
as steel rails is high and in an unstable position when prices are 
falling. The Bureau of Labor index for all commodities includes 
a large number of such items. In February 1933, it stood at 87 
and was entirely out of line with raw materials and with the 
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Ficure 2. Wholesale prices of scrap steel (Chicago) and steel rails (mill) (United 
States Bureau of Labor). 1926=100. 


world value of gold. The further decline which would have been 
necessary was obviated and the index numbers reached 113 in 
September 1934, at which time it was 61 per cent above the world 
gold price level as indicated by the average for 11 countries. 
The great accomplishment that has occurred in countries that 
left gold has been a movement toward restoration of balance in 
the price structure. With deflation, basic commodities decline 
precipitously, farm wages decline rapidly, whereas union wage 
rates, debts, taxes, utility charges, and many prices of manufac- 
tured goods that are administratively set remain high for years. 
Since wages make up so large a part of the cost of distribution, 
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the spread between producers’ prices and consumers’ prices re- 
mains abnormally high for years. Since it proved socially impos- 
sible to complete such a violent deflation, reflation was necessary. 
This is an internal rather than an external problem. Only a few 
countries are still following the deflation route and it is not 
likely that any of them can carry through. 

Figures 3, 4, 5, and 6 show the maladjustment in prices result- 
ing from inflation and how quickly it was possible to bring up 
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Ficure 3. Unbalanced price structure due to rising prices, June, 1917. Pre-war = 100. 


Fiaure 4. Price structure approaching a balance at a high level, April, 1920. Pre- 
war = 100. 


slow-moving administratively-set prices in order to balance the 
price structure; but show that more than three years of deflation 
brought little progress toward a balanced deflated price struc- 
ture. It is easy to adjust prices up, but hard to reduce the slow- 
moving items. Reflation made a start toward a balance in the 
price structure. Unfortunately, some administratively-set prices 
for manufactured goods, and certain classes of labor that had 
declined relatively little were arbitrarily raised. Many of these 
items must be deflated unless the price level rises. Those coun- 
tries that have doubled the price of gold are approaching an 
equilibrium in their price structure. 

The long-time trend in wages is upward in purchasing power for 
commodities. For 75 years before the War, the output of com- 
modities per capita increased 1.7 per cent per year and the pur- 
chasing power of wages also increased 1.7 per cent per year. 
Production increased fairly uniformly, but wages lagged some- 
what when prices were rising and lagged for years when prices 


wel 


wag 
pec 
if ¢ 
be « 
200 
the 
mu 


AH 
| 
wi 
si 
T 
be 
gi 
of 
p 
le 
le 
hi 
gx 
g 


Monetary Policy and Prices 227 


were falling. If the pre-war trend of wages had continued, a 
wage level of 44 per cent above commodity prices would be ex- 
pected for 1934 and 47 per cent above pre-war for 1935. That is, 
if commodity prices were at pre-war, a wage index of 144 would 
be expected. With a price level of 140, a wage level a little above 
200 would be expected. Many wages are now as high as before 
the price collapse. To have full employment, either such wages 
must decline, or prices must rise. 
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Ficure 5. Unbalanced price structure due to deflation, February, 1933. Pre-war 
= 100. 


Ficure 6. Partial reflation, a start toward a balance in the price structure, Septem- 
ber, 1934. Pre-war = 100. 


National and International Prices 


No country can keep its commodity price level far out of line 
with world prices when expressed in gold (or when expressed in 
silver or in any other commodity that is easily and freely moved). 
That this law continues to operate in spite of quotas, tariffs, 
bounties, restrictions on production, or monetary changes is 
shown in table 3. For example, in September 1934 prices in Bel- 
gium were 470 when pre-war is 100. But Belgium raised the price 
of gold to nearly seven times what it was before the war. Her 
prices in gold were 68 per cent of pre-war. Canada had a price 
level of 112. She raised the price of gold 1.64 times so her price 
level in gold was 68, exactly the same as for Belgium. Denmark 
had a price level of 67 in gold, but, having doubled the price of 
gold, her prices in currency were 135. The average of prices in 
gold for eleven foreign countries was 70. The Bureau of Labor 
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index expressed in gold was 67. These index numbers differ as to 
the commodities included and as to the weights. To test the law, 
they should include identical commodities with identical weights, 
but it is interesting to note that in spite of the fact that prices in 
currency varied from 77 to 470, prices in gold were approximately 
comparable. 

Prices of raw materials in five foreign countries averaged 63 
in gold and the Bureau of Labor index for raw materials in Sep- 
tember was also 63 in gold (table 3). Studies were made of basic 


TABLE 3.—CommopiTy PRICEs IN 1934 In CURRENCY AND IN PRE-waR GOLD CURRENCY 
PRE-waR = 100 


= 


: Prices in Price Prices 
General index numbers Month currency of gold in gold 
Australia, Bureau of Census and Statistics......... July 148 2.05 72 
Belgium, Ministry of Industry and Labor.......... September 470 6.94 68 
Canada, Dominion Bureau of Statistics............ September 112 1.64 68 
Denmark, Statistical Department................. September 135 2.03 67 
England, September 105 1.65 64 
France, General Statistical Bureau................ September 365 4.92 74 
Holland, Central Bureau of Statistics............. September 77 1.00 77 
Italy, September 270 3.67 74 
New Zealand, Census and Statistics Office......... August 134 2.03 66 
Norway, Central Bureau of Statistics............. September 126 1.80 70 
September 115 1.76 65 


United States (B.L.S. ‘‘All-commodity’’) 


Raw materials 


September 


Canada, raw and partly manufactured............ September 101 1.64 62 
Italy, weighted Ottolenghi, materials.............. September 255 3.67 69 
September 103 1.76 59 


United States (B.L.S. Raw materials) September 107 
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commodity prices in 12 countries. As nearly as possible to iden- 
tical grades were used. Prices for twenty such commodities were 
available in the United States and Italy. From February 1933 to 
February 1934, these commodities fell 2 per cent in Italy and 
rose 70 per cent in the United States, or in gold, they fell 2 per 
cent in Italy, and rose less than one per cent in the United States. 
Prices for 22 commodities were available for Switzerland and 
the United States. These rose 8 per cent in Switzerland and 80 
per cent in the United States, or in gold the advances were 8 and 
7 per cent. Prices were available for 22 commodities in England 
and in the United States. These rose 13 per cent in England and 
73 per cent in the United States. Since England raised the price 
of gold 13 per cent, prices were stationary in gold, whereas in 
the United States they rose more than 2 per cent. Averaging the 
available comparisons, prices in gold advanced 1.2 per cent in 
11 foreign countries and 1.8 per cent in the United States. 
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An index number comparable to the Sauerbeck-Statist has been 
prepared for the years 1913 to 1934. Even during the War, these 
index numbers in gold kept on a fairly comparable basis. By 
leaving the gold standard in 1931, England stopped the price col- 
lapse at a time when prices in all gold standard countries were 
declining precipitously. The United States left the gold standard 
at a time when prices were declining gradually and brought prices 
to the English price level very quickly. American prices have 
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Ficure 7. The Sauerbeck-Statist index number for England and a comparable index 
for the United States. 1913=100. Prices in currency. 


been above the English price level since the pound has been above 
$4.86 (figure 7). Comparisons of index numbers of prices for 
England with the United States for more than a century also 
substantiate this law. 

When prices change suddenly, retail prices and administra- 
tively-set prices lag so that while most basic commodities respond 
quickly, general index numbers move more slowly. In spite of 
monetary and trade chaos and differences in the index numbers, 
the highest of the general index numbers for 12 countries in Sep- 
tember was 77 and the lowest 65 (table 3). 
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Apparently wholesale prices of all commodities have no secu- 
lar trend away from wholesale prices of basic commodities, but 
move more slowly when price changes occur. Using 1910-14 as 
100, an index number for 30 basic commodities for the United 
States was identical with the Bureau of Labor index for all com- 
modities in 1891, before the war, and in 1926. 


The quickness of response to a change in the price of gold has 
been incorrectly stated by many persons who have thought that 
only import and export commodities were affected. Any force 
that changes the general level of prices, acts most promptly on 
prices that are day by day determined by supply and demand. It 
acts more slowly, but finally just as fully on prices that are ad- 
ministratively set. ({n some cases the lag may be for many years.) 
The lag for administratively-set prices is less when prices are 
rising than when they are falling. If after an incompleted price 
movement a force is applied which reverses the direction of move- 
ment, the slow movers may be relieved from the necessity of 
moving. This is just as effective a response as an actual move- 
ment. It happens that prices for most farm products and many 
other basic commodities are not administratively set. These re- 
spond quickly to changes in the price of gold regardless of 
whether they are domestic, import, or export commodities. But 
a basic export commodity the price of which is administratively 
set may respond slowly. For example, sulphur is an exported 
basic commodity, but according to the Bureau of Labor Statistics 
the price of crude sulphur at the mines remained at $18 per ton 
throughout the depression and so continued after gold was re- 
valued. The inclusion of such a commodity slows down the move- 
ment of any index number. 


This law of similarity of price movements when prices are 
expressed in terms of a commodity that is easily and freely 
moved is well known to students of prices, but seems to be for- 
gotten in recent years. Innumerable schemes have been proposed 
and many have been tried to attempt to control the internal price 
level of a country while remaining on gold. Edie states that 
“wholesale price levels of all gold-using countries oscillate in 
proximity to a world-level of wholesale prices expressed in gold. 
No single country can inflate or deflate wholesale prices far out 
of line with this central world tendency. No matter what the gold 
trend of an individual country may be, its wholesale price trend 
will with minor aberrations conform to the world trend.”? 


7 Edie, L. D., Gold Economics and Stable Prices, Journal of Political Economy, Vol. XXXVII, 
No. 1, p. 3, February 1929. 
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Fisher arrives at the same conclusion. “Countries with like 
monetary standards have like price movements. Countries with 
unlike monetary standards have unlike price movements.” ® 


Kitchin states, “the amount of gold required to keep pace with 
the economic progress of Great Britain cannot be sharply dis- 
tinguished from that required for the world. What affects one 
will affect the other, and commodity prices are to a large extent 
world prices.” ® 


This matter is also discussed in the report of the Columbia 
University Committee on Economic Reconstruction: “The para- 
mount duty of the central bank of a country adhering to the gold 
standard has been to maintain its currency at par with gold. In 
fulfilling this function it could not at the same time independently 
put into effect measures designed to maintain internal stability. 
The attempts of various central banks and treasuries since the 
War to pursue both policies at once or to reconcile them have 
inevitably broken down. 


“If world gold prices are falling, a country has the choice be- 
tween two and only two courses: to maintain its price level stable 
above that prevailing abroad at the risk of being forced eventu- 
ally to abandon the gold base, or to lower its entire internal price 
and money income structure in line with the fall of world gold 
prices.” 1° 


They might have added that any central bank that attempts to 
maintain the gold standard and at the same time control the na- 
tion’s price level will merely discredit itself. 


Effect of Revaluation on the Value of Gold 


Many statements have been made to the effect that when Eng- 
land, and later the United States, left the gold standard they 
forced a collapse in prices in countries that remained on gold. 
The writers have found no facts to substantiate this theory. The 
evidence seems to point in the opposite direction (tables 4 and 
5). England left the gold standard at a time when prices were 
declining precipitously and gave no signs of stopping. In most 
of the cases studied, prices in gold standard countries declined 
by a greater amount in the six months before England left gold 
than they did in the following six months. Prices in France and 


8 Fisher, I., Are Booms and Depressions Transmitted Internationally Through Monetary 
Standards! XXII Session de I’Institut International de Statistique, Sect. 2, p. 6, 1934 
® Kitchin, J., Statement of Evidence Submitted by Mr. Joseph Kitchin, Manager and Director 
of the Union Corporation, Ltd., London; Appendices to the Report of the Royal Commission on 
Indian Currency and Finance, Vol. III, "Appendix 82, p. 526, 1926. 
10 Economic Reconstruction, Report of the Columbia University Commission, pp. 26-7, Colum- 
bia University Press, 1934. 
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Italy declined more in six months before the United States left 
the gold standard than they did in the following six months. 

So far as the writers have been able to determine the statis- 
tical evidence indicates that whenever a country makes a mone- 
tary change that improves its internal situation, it is helpful to 


TABLE 4.—EFFECT OF THE SUSPENSION OF THE GOLD STANDARD BY 
ENGLAND AND OTHER COUNTRIES IN SEPTEMBER 1931 ON 
Prices In Countries THAT WERE ON GOLD 
PRE-WAR = 100 


Raw materials* All commodities** 
United United 
France States States 
Index number for February 1931............ 89 86 97 109 92 112 
Index number for August 1931.............. 80 78 87 99 88 105 
Index number for February 1932............ 70 74 79 91 86 97 
Points decline six months before gold standard 
9 8 10 10 4 7 
Points decline six months after gold standard 
10 4 8 8 2 8 
Percentage decline six months before gold 
standard was suspended.................- 10 9 10 9 4 6 
Percentage decline six months after gold 
standard was suspended.................. 13 5 $8) 8 2 8 


TABLE 5.—EFFECT OF THE SUSPENSION OF THE GOLD STANDARD BY THE UNITED STATES 
IN Marcu 1933 on Prices In CounTRIES THAT WERE ON GOLD 


Raw materials* All commodities** 
France Italy France Italy 
Index number for August 1932..................0000- 69 71 84 81 
Index number for February 1933..................... 68 70 82 78 
Index number for August 1933...................0.00- 72 69 81 76 
Points change six months before suspension of the gold 
Points change six months after suspension of the gold 
Percentage change six months before suspension of the 
Percentage change six months after suspension of the 


* France—index of raw materials, 1913=100, adjusted to a pre-war gold basis by dividing by 4.92. London 
and Cambridge Economic Service, Supplement to Monthly Bulletin vol. xii, no. x, p. 314, November 7, 
1934 and other numbers. oo 

Italy—Ottolenghi weighted index of materials, 1913 =100, adjusted to a pre-war gold basis by dividing 
by 3.67. London and Cambridge Economic Service, Supplement to Monthly Bulletin vol. xii, no. x, 
p. 325, November 7, 1934 and other numbers. : 

United States—Sauerbeck-Statist index, 1913=100. Gold and Prices, p. 182. 


** France—General Statistical Bureau index of 126 items, 1913 =100, adjusted to a pre-war gold basis 
by dividing by 4.92. Wholesale prices, Bureau of Labor Statistics, October 1933 and other numbers. 

Italy—Riccardo Bachi index of 140 items, 1913 =100, adjusted to a pre-war gold basis by dividing by 
3.67. Wholesale Prices, Bureau of Labor statistics, October 1933 and other numbers. 

United States—Wholesale prices of all commodities, 1910-14 =100. 


the world as a whole. By such acts, internal business is started 
and the Nation begins to import those things that it normally 
imports and fear and hoarding is reduced. Revaluation is pri- 
marily an internal question, but the countries that have come 
nearest to restoring a balance in their internal price levels are 
those that are helping world recovery most. They are the coun- 
tries in which there is the least political turmoil and in which the 
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movement toward a saner international trade policy is growing. 
The sooner the “gold bloc” countries leave the gold standard, the 
better it will be for their own internal economic and political wel- 
fare as well as for world recovery. 


Can a Country Make Gold Cheap? 


From the previous discussion, it follows that no country on the 
gold standard can keep its internal commodity price level far out 
of line with world prices in gold by the discount rate, excess re- 
serves, velocity, greenbacks, silver certificates, Federal Reserve 
notes, unbalanced budgets, publie works, tariffs, bounties, quotas, 
crop destruction, or by giving away money. This is regardless of 
how meritorious or injurious any of these may be from other 
standpoints. The facts are that no country has by any of these 
means been able to hold its commodity price level materially out 
of line with the world price level. If it is to affect its own price 
level in gold strikingly, it must carry the world with it. A country 
ean affect the prices of some individual commodities, but cannot 
hold its average level of all commodity prices far out of line with 
world prices in gold. Of course, if, as a result of any of these acts, 
or for any other reason, a country is unable to maintain its cur- 
rency at par with gold, it can easily affect its price level. It can 


control its commodity price level by changing the price of gold, 
or by using a managed currency not tied to gold. 


Can Gold Be Made Cheap by International Agreement? 


There is today much popular discussion of a return to the gold 
standard, but with the proposal that hereafter the value of gold 
will be regulated. Such an idea admits the failure of the gold 
standard in the past and assumes some basis for decision as to 
what value gold should have. After having made the decision, it 
proposes that it will regulate not only the value of money, but 
the value of gold which is a far more difficult thing to do. Those 
who are opposed to “tinkering” with money propose to “tinker” 
with the value of gold and thereby control the value of money. 
If the former gold-using world continues to use gold as money, 
it will find it extremely difficult to have any considerable perma- 
nent effect on the value of gold. If a country will leave the gold 
standard and stop bidding for gold, it can influence its value. 

Theories about controlling the value of gold generally assume 
that gold is a monetary non-industrial product and also ignore 
the effect of value on production. Nearly half of the world’s gold 
Supply is used in industry. For many years before the war, the 
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consumption of gold in industry increased at nearly the same 
rate as the production of all commodities—a little more than 3 
per cent per year. From 1850 to 1929, 56 per cent of world gold 
production was added to monetary stocks. Slightly less than this 
proportion was added during the last ten years of the period. 
Gold is not losing in industrial desirability, but its industrial 
use is very sensitive to business conditions and to the value 
of gold. 

Industrial uses in the thirty years following 1844, 1849, 1854, 
1859, 1884, 1889, 1894, and 1899 were in each case more than the 
world gold monetary supply at the beginning of the period in 
addition to using all the second hand gold. It took more than 30 
years to use up the large stocks of 1864, 1869, 1874, and 1879. In 
the 70 years before the war, a value of gold 20 per cent below 
normal was normally accompanied by a consumption 35 per cent 
above normal. This places it in the class of flexible commodities." 
If, for instance, by international banking agreement, a plan were 
devised to use gold so efficiently as to reduce its value by one- 
half, industrial consumption of gold would be more than doubled, 
production would be discouraged and, barring some unprece- 
dented discovery, it would not be many years before gold would 
become very scarce. The world has had enough experience with 


price fixing so that it ought to know that it cannot readily hold 
down the value of a product below what the supply of it calls 
for. The relative values of gold and all commodities are normally 
in proportion to their relative supplies. 


Discussion By A. W. Marcer 
UNIVERSITY oF MINNESOTA 


It is a wholesome thing, it seems to me, for economists to reason with 
themselves from time to time and ask precisely why they disagree. To 
some people, to be sure, the mere fact of disagreement among economists 
is enough to condemn the subject of economics. Of course that is a cruel 
and unjust conclusion. If it has any force at all, it is only because we 
ourselves have not taken the trouble to find out what the precise reasons 
for disagreement are. Let us, therefore, by way of clearing the ground, 
draw up a list of the reasons why economists might disagree on such a 
question, say, as monetary policy and the relation thereof to movements 
in prices. 

1. There is, in the first place, the question of the relative competence 
of two given disputants. This is, in every instance, a real question, and 
one which is of importance for a justification of economics in the eyes of 
our non-economist brethren. Yet it seems to me that as we survey in 
retrospect the happenings of the past few years, we shall agree that some 
~~"ii Warren, G. F. and Pearson, F. A., Gold and Prices, pp. 123-134, 1935. 
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things that were said would better have been left unsaid. The drawing 
up of lists of “those who know something about money” on the basis chiefly 
of one’s sympathy or lack of sympathy with the proposals for monetary 
policy with which the names on the list were associated or to which they 
were opposed, does not seem to me to be the kind of thing to which we 
shall look back with pride in years to come. We can, and we should, let 
the merits of a given dispute rest upon the contributions of the particular 
disputants in question. We can safely, and we should, leave it for posterity 
to judge who did know, and who did not know, “something about money.” 


2. There is, in the second place, the question of the inherent logic of a 
given proposal. If this were all that divided economists, I am inclined to 
think that the bickering which now seems so amusing or so scandalous to 
outsiders would be so slight as to be unnoticed. If all that were involved, 
for example, in the proposal to “do something for silver” were the ques- 
tion of the inherent logical consistency of the argument holding that a rise 
in the price of silver would “increase the purchasing power of the silver- 
using countries,” does anybody seriously believe that any economist of 
any sort of standing could be found to defend a policy which in fact 
brought official protests from the countries whose “purchasing power” 
such a policy was supposed to increase? 


3. There are, in the third place, the difficulties which arise from the 
misapplication of a proposition correct in itself to a given concrete sit- 
uation. I cannot imagine, for example, that any competent economist 
would object to the proposition that so long as the currencies of the world 
are based on gold, the purchasing power of these currencies will be deter- 
mined in the long run by the supply of and the demand for gold. But it is 
surely a misapplication of this proposition to argue that in a given instance 
in which prices have fallen rapidly, the price-fall must be attributed to a 
specific factor such as the supply of gold. A refusal to accept this con- 
clusion might be perfectly consistent with an acceptance of evidence 
designed to prove that the probable trend of the factors operating upon 
both the supply and demand sides of the gold problem were such as to 
make probable a downward trend in prices over a long period. 


I wish I could say that the difference between economists on this type 
of question is one which does not touch the question of the adequacy of 
the theoretical apparatus of the two parties in the dispute; but I cannot. 
Obviously what is involved is an understanding of what has been called 
the “inherent instability of credit” and the relation thereof to those par- 
ticular movements in prices which may, without giving rise to misunder- 
standing, be called “cyclical,” as opposed to secular. To apply to every 
case of price-fall, or even to apply to a given case of rapid price-fall, a 
type of analysis which can, at best, help to explain only why some cyclical 
movements reach higher peaks or lower troughs than did the preceding 
cyclical movement, is a procedure which can be justified only upon the 
basis of acceptance of an analytical technique which is obviously too 
crude to be satisfying. Here is a source of bickering among economists 
which will not pass until one party to the controversy admits his error. 
And those who do regard the “inherent instability of credit” as the major 
factor in cyclical price-movements are not likely to yield their ground 
until the other side shows precisely why the arguments with respect to 
the “inherent instability of credit” are logically unsound. 


236 A. W. Marget 


4. There are difficulties, in the fourth place, which derive from the fact 
that, too often, we do not state with precision the assumptions underlying 
our argument. Consider, for example, what is involved in any attempt 
to reason upon the basis of a forecast with respect to the future “demand 
for gold.” Included in that demand is, of course, the crucial monetary 
demand. Now it has been argued that any competent economist should 
have understood that the measures introduced to “economize” gold in the 
early post-war period could not possibly have been maintained, so that 
a forecast of a drastic fall in prices from the level which those economies 
had made possible was inevitable. Precisely what is there, however, in 
economics which tells us that those economies could not have been main- 
tained? What was called for, above everything else, was a political judg- 
ment,—and particularly a judgment with respect to the future course of 
international politics. Unless this was made clear in the forecasts, I do 
not see why the forecasters should claim credit for their forecast; because, 
obviously, the political developments which were tacitly assumed in their 
forecasts might, for all they knew, have turned out entirely differently. 


It is obvious that what is involved in bickerings of this type is much 
more than the mere question as to whether a given forecaster should or 
should not be given “credit” for a successful forecast. Whether he is 
given “credit” or not does not matter for the future of our subject. What 
does matter is that the fate of that subject should not be identified with 
the success or failure of a given forecast in which vastly more is involved 
than the power or coherence of the economic analysis underlying the fore- 
cast. Let us say, if we will, that the successful forecasters were shrewd 
guessers with respect to political developments in the near future (I will 
not press the point that, unless the political grounds underlying the fore- 
cast were clearly stated, the “guesses” had better be called merely 
“lucky”) ; but let us not, in any case, say that the success of such indi- 
viduals in their political guessing is proof of the superior power and 
coherence of their economic analysis. 

5. A fifth group of difficulties derives from differences, as between dif- 
ferent economists, in the amount of scruple with which historical prece- 
dents are adduced. So long as history involves, as it inevitably does, a 
selection of facts, we shall have to fight the tendency in all of us to select 
the facts which, if typical, would strengthen our case immeasurably. 

It has always seemed to many of us, for example, that a highly arbitrary 
seiection of facts is involved in any attempt to find precedents for the 
American devaluation of the dollar in the post-war experiences of Euro- 
pean nations. They, also, were confronted with a problem which Mr. 
Keynes, a dozen years ago, dubbed “Deflation versus Devaluation.” 
Within narrow limits, also, they had the choice of setting the foreign- 
exchange value of their currencies at a level which would give them a 
temporary advantage in export trade. But to point to these facts as 
support for the American devaluation is to forget others which have been 
pointed out so often that I shall not bother to repeat more than two: 
(1) There is the fact that the French “devaluation,” for example, was not 
a devaluation of 75 per cent as compared with our “moderate” devaluation 
of 40 per cent, in any sense which makes the American action comparable, 
for the reason that by far the greater part of this “75 per cent’’ devaluation 
was merely the registration of an existing internal depreciation. The 
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French devaluation cannot, therefore, be put upon the same basis as the 
American, from the standpoint of “advantage in export trade.” (2) There 
is the fact that the French “devaluation” was undertaken as part of a 
program of stabilizing a currency that had been extremely unstable pre- 
viously, whereas the American devaluation, as actually carried through 
by means of the “gold-buying policy,” was an instance of direct action in 
a setting for which no parallel existed in the French situation at all. 


I see no way to end bickerings of this type other than the adoption by 
all of us of a solemn resolution to the effect that our calling is too high 
a one to be lowered to a level characterized by tactics typical of a pro- 
fessional advocate in a court of law. So far as the type of difficulty I am 
now considering is concerned, it might be best, in view of the base uses to 
which something called “history” has been put in the past, to abandon 
it whenever we become advocates, and to resolve that the case for any 
measure we may advocate as individuals should be made to stand upon 
its own feet, without the help of tottering analogies from what the his- 
torian mindful of the high responsibilities of his calling would refuse the 
name of “history.” 

6. There is a sixth source of difficulty, which arises as soon as we allow 
economists—as they should be allowed, despite all the dangers involved— 
to become “advocates”; namely, the difficulty that it is one thing to 
diagnose a situation, and another to provide a remedy. It is easy to say 
that if the diagnosis is correct, the proper choice of a remedy will follow 
automatically. So it would, if all the diagnosers were capable of the 
patience and restraint and sober judgment that characterizes the really 
able practitioner. 

Consider, for example, the relation of the American devaluation to that 
diagnosis of the then existing price-situation which blamed the latter upon 
an alleged “shortage of gold.” Let us suppose, for the sake of argument, 
that the diagnosis was correct. Is it equally clear that the cure proposed 
was a wise one? The cure for a world-wide shortage of gold—and no 
American, surely, could attempt to make a case for “gold shortage” except 
in terms of the world situation—ought to have been world-wide action: 
a simultaneous devaluation which would have kept foreign-exchange rates 
at precisely the same levels as before, without bringing in a threat of 
the currency war which we seem to have escaped thus far chiefly because 
France is more important as a competitor and customer of Great Britain 
than we are, but which may yet break upon us. The defense of our action, 
I understand, is that the other nations still on the old par should have 
had sense enough to follow us; and that if they suffer now from our action 
it is their own stupid fault. That is one position; but, for myself, when 
I recall that our action took place at a time when the nations of the 
world were assembled to discuss amicably their joint economic problems, 
and was accompanied by a tart refusal by the American authorities to 
discuss joint international action, I must say that the defence is not one 
of which, as Americans, we can be altogether proud. 


The remedy for this type of bickering between economists again will 
come only if we stick to our lasts as economists even when we step 
forward as advocates. It is the proper function of an economist, as an 
economist, to survey the possible methods of obtaining a given result, 
and to be perfectly honest in pointing out the dangers of one method as 
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against another. It is no part of his job as economist to dispense gratui- 
tous advice to foreign nations upon the wisdom of devaluating their 
currencies, if they wish to avoid the consequence of further “deflation” 
which in fact was forced upon many largely by our own policy of currency 
depreciation, or to give this advice without taking account of the uncer- 
tainties of an atmosphere in which there still live memories of the war- 
time monetary experiences of which their last “devaluation” had been 
regarded as a final symbol. 

7. The seventh difficulty is one of the most subtle and treacherous of 
all, since it arises in the first instance not from any differences in eco- 
nomic reasoning, but from differences in temperament, pure and simple. 
Some of us, impressed by the hardships of a given situation, call for radi- 
cal experiment. Others, equally sensitive to those hardships, but convinced 
that they arise in large part from the errors and weaknesses of the men 
charged with carrying out measures of economic policy in the past, fear 
the emergence of new difficulties with the adoption of measures that will 
carry us on into untried fields. 

Such differences of temperament will always lead to differences among 
economists so long as economists are called upon to give advice with 
respect to given measures of economic policy. Yet if this were all that 
separated the advocates of radical experiment from the advocates of what 
might be called constructive conservatism—i.e., a conservatism which 
takes the form of specific injunctions designed to make a familiar system 
work as well as it can work—we should not need to worry about the future 
of our subject as such. The unfortunate aspect of the matter is that we do 
not confine these differences of temperament within the limits to which 
they should be confined. The radical experimenters paint the existing 
situation blacker than it really is; they ignore the possibilities of a type of 
“experiment” which is in fact nothing more nor less than an attempt to 
return to established rules which have been systematically ignored in 
recent years; they systematically impute to their own proposal a type of 
frictionless operation which, if assumed for existing institutions, would 
make these institutions work perfectly. 

I wish I could say that the “conservatives” have always shown a much 
greater degree of detachment; but I cannot. They have tended to under- 
estimate the seriousness of the existing situation as much as the radical 
experimenters have overestimated them; they have often based their de- 
fense of the existing system not upon the possibilities of its successful 
operation under present conditions, but upon its successful operation 
under conditions which do not exist now, and which must be brought 
again into existence if the old system is to work. I say all this precisely 
because my own sympathies are distinctly on the conservative side in 
matters of monetary policy; and because if we are to have that sort of 
searching of hearts which will reduce to a minimum the differences be- 
tween economists which do not derive from differences in economic analy- 
sis, it must be a searching of hearts which includes oneself as well as one’s 
opponent. 

8. There is an eighth, and final, difficulty which leads to bickerings 
among economists in the matter of monetary policy and prices—and this 
also arises because we differ as men. There are those who feel that a 
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given end of social policy justifies the means; there are others of us who 
do not. 

It has been held justifiable, for example, to defend the “means” of 
devaluation, on the ground that by that action we held off legislation that 
might have been worse. I submit that this may constitute a justification 
for an unremitting attack upon ‘‘worse’’ legislation, but that it consti- 
tutes no defense of devaluation, as such. It has been held justifiable, on 
the other hand, to refrain from discussing publicly the only measure of 
monetary policy—if “policy” it can be called—thus far adopted by the 
government, which can be said to have teeth in it, and to which must 
be attributed a very large part of the price-rise that has been going on, 
namely, the sale to deposit-creating commercial banks of the government 
securities arising from the fact of an unbalanced budget. Such silence 
has been demanded on the ground that the situation is not yet serious, and 
that there is no reason for alarming people without reason. There are 
others «who, themselves feeling that the situation is “not yet serious,” 
have nevertheless attempted to reach the “end” of awaking people to the 
latent danger of the situation by the means of sensational utterances 
which prophesy immediate ruin, and usually end with the advice to rush 
to buy real estate and common stocks. 

I submit that the economist has no duty, as an economist, to justify, 
by talk of “means” and “ends,” a public statement which he does not 
believe to be true in all its details and with all its implications. I submit 
that, as an economist, he has no duty which takes precedence over the 
duty to describe the situation as it is, serious or not serious; and that 
when he goes beyond that point to “influence public opinion” by the use 


of statements he knows to be palpably false, he is prostituting his calling 
and betraying his trust. The problems of monetary policy that we face 
now and will face tomorrow are mere incidents that will pass. What will 
remain will be the substance of the discipline we have inherited from our 
predecessors, living and enriched if we are faithful to our trust, a relic 
and museum-piece if we go after the false gods of the passing moment. 
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SOME RESULTS OF GOVERNMENTAL 
ATTEMPTS TO FOSTER RECOVERY* 


Witurorp I. Kine? 
New York UNIVERSITY 


Since early in 1930, a large part of the energy of high officials 
of the Federal Government has been devoted to the problem of 
fostering recovery. Many supposedly helpful devices have been 
utilized. What have been the net results? | 

Both the Hoover and the Roosevelt administrations have re- 
peatedly tried to bring about recovery by assuring the public 
that, the worst of the depression being past, everyone should pro- 
ceed at once to buy goods, hire labor, and prepare for the pros- 
perity just around the corner. There is no evidence that all of 
these campaigns combined have, in any degree, furthered the re- 
covery of business. These campaigns have failed for the simple 
reason that the buying power of an individual is usually tied 
closely to his income. It follows that, if he buys more of one ar- 
ticle, he buys less of another; if he enlarges his purchases this 
week, he curtails them next week. The only way to expand mate- 
rially the total volume of purchases over any considerable period 
of time is to induce large numbers of persons to buy more than 
their respective incomes. They can do this only if they buy on 
credit, and, in time of depression, few people both can and will 
take this risk. 

Another device used early in the depression was the enlistment 
of the leading employers of the nation into a league for mainte- 
nance of wage rates. This league was entirely too successful. 
Owing to credit collapse, the total buying power of the public had 
shrunk, until it was far below the peak of 1928. Under these cir- 
cumstances, the employers of the nation had two options: 

1. They could reduce the selling prices of their products suffi- 
ciently to maintain the total volume of production at the 1928 
level. Obviously, this could not be done without cutting wage 
rates decidedly. 

2. They could maintain selling prices and wage rates, reduce 
production sharply, and lay off all but the most efficient members 
of their respective working forces. 

Had they taken the first course, it seems highly probable that 


1 This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economics 
Association, Chicago, December 26, 1934. 

2The author wishes to acknowledge the assistance rendered by the Works Division of the 
Emergency Relief Bureau of the City of New York, and by Rita J. Nathan, Jack Ochs, Benjamin 
Schwartz, and Marvin M. Wofsey, all students at New York University, in collecting data. 
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the depression would never have attained serious proportions. 
However, they followed the advice of the Administration, doubt- 
less mainly because they believed it indicated sound policy. As 
a necessary result of this course, urban workers were laid off by 
the millions and their purchasing power declined radically. This 
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Ficure 1. Price level and production movements in various nations compared with 
production in the United States, 1928-1934. 


shrinkage greatly lessened the demand for food, hence farmers 
soon found that they could market their products only by accept- 
ing ruinous prices. Transformation of a minor depression into a 
major one was thus assured. 

During the halcyon days of 1925 to 1929, a vast volume of de- 
posit currency had been created by borrowing from banks. After 
the 1929 crash, this volume shrank sharply and caused a radical 
decline in all wholesale prices. The price decline was, however, 
especially severe in the case of raw materials. This fall in prices 
not only sharply reduced business profits but, indeed, actually 
threatened the solvency of a large proportion of the nation’s pri- 
vate enterprises, including banks and insurance companies. By 
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the end of 1931, the situation was so desperate that President 
Hoover felt himself compelled to take some action to support the 
price level. The course determined upon was to have the Federal 
Reserve Banks purchase government bonds in the open market. 
Therefore, in the early Spring of 1932, they began buying bonds 
on a large scale, and, by July, more than a billion dollars worth 
had been purchased; but the price level did not respond as ex- 
pected. Many authorities on money and prices contend, indeed, 
that the price level failed to show any response whatever. How- 
ever, the records indicate that, in the face of the fact that the 
commercial banks were cutting down their outstanding volume of 
loans by some $66,000,000 monthly, total demand deposits in this 
same class of banks rose by more than a billion dollars between 
July, 1932, and January, 1933,° the decline in the general price 
level halted and commodity prices of the more volatile type 
moved up decidedly. For example, the Annalist index of whole- 
sale prices rose from 88.6 in June 1932, to 95.2 in September of 
the same year. 

It is, of course, possible that this change in the price trend was 
in no way connected with the bond buying operations of the Fed- 
eral Reserve Banks. However, no other satisfactory explanation 
of the phenomenon has yet been advanced, and, until such an ex- 
planation is forthcoming, we are justified in adhering to the hy- 
pothesis best supported by deductive reasoning—namely that 
‘‘open market operations’’ of the Federal Reserve Banks created 
purchasing power hitherto non-existent, and by thus increasing 
demand, caused the rise in prices.‘ 

The slowness with which prices responded to the bond buying 
campaign is probably explained primarily by the fact that, while 
the Federal Reserve Banks were buying bonds, the Treasury was 
borrowing more money, thus offsetting in part the effect of the 
‘‘open market operations.’’ Later, however, when the credit ob- 
tained by the Government through its borrowing was used to pay 
employees or to buy supplies and equipment, and when those who 
had sold bonds to the Federal Reserve Banks began to invest the 
proceeds, the price level began to rise. 

As might be expected, business did not respond instantly to the 
stimulus, but lagged a month or two. Among the indicators, the 
following showed definite advances: the estimated physical vol- 


ume of department store and mail order sales,® freight car load- 


3 See the U. S. Survey of Current Business, July, 1933, p. 30. 

4 The reasons underlying this conclusion are set forth more fully in a paper to be presented 
on Dec. 27th, 1934, at the meeting of the American Statistical Association. The paper is entitled, 
“Recent Monetary Experiments and Their Effect upon the Theory of Money and Prices.” ; 

5 These estimates have been arrived at by dividing sales in terms of dollars by the Fairchild 
index of the prices of articles of the type principally sold by department stores. 
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ings, number on factory pay rolls, total wages of factory workers, 
and the purchasing power of these wages, pig iron production, 
imports, and exports. Of the indicators covered by this study, 
automobile production and lumber production were the only ones 
apparently affected little or not at all by the upward movement 
of prices. 

As previously indicated, July, 1932, saw the end of extensive 
bond purchasing by the Federal Reserve Banks.® One reason for 
ending the campaign was that those in charge were discouraged 
by the fact that the member banks had not only failed to expand 
their volume of loans, but instead, had continued their endeavors 
to make their assets more liquid. For this reason, the campaign 
was erroneously believed to have been a failure. A second, and 
probably far more potent reason was that this program of cur- 
rency expansion had caused foreign creditors to start a run upon 
the gold reserves of the Federal Reserve Banks. When those re- 
serves had dwindled by over $400,000,000, critics began to ques- 
tion seriously the ability of the government to maintain the gold 
standard, and those in charge felt that they could not safely con- 
tinue the ‘‘open market operations.’’ 

Although the Federal bond buying program stopped in July, 
1932, the price rise persisted until September. Thereafter, the 
continuing rapid shrinkage in the loans of commercial banks, ap- 
parently became dominant in controlling the price level, for it 
again moved downward until February, 1933. 

This price decline was accompanied by a steady fall in the es- 
timated physical volume of department store and mail order 
trade, by a shrinkage in the number of car loadings, the number 
of persons on factory pay rolls, the purchasing power of their 
total wages, and by a falling off in pig iron production, imports, 
and exports. Lumber production was apparently unaffected, and 
automobile production, contrary to the course of most other busi- 
ness indicators, began to move upward. 

Then came the inauguration of President Roosevelt. The banks 
were closed, overhauled, and re-opened on a sound basis. Before 
this process had been completed, came the President’s announce- 
ment of a definite intention to raise the price level materially. 
Strangely enough, this bare announcement accomplished more 
than did the whole bond buying campaign of the previous year. 
Although the volume of deposit currency changed but slightly, 
the velocity of circulation of bank deposits shot upward from 63, 


6 See the U. S. Survey of Current Business, July, 1933, p. 30. 
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in April, to 85 in July, 1933.7 This increase in velocity was rein- 
forced by a marking up of the price of gold, an action which in- 
creased immediately and almost proportionally the paper prices 
of international commodities, while affecting but little the prices 
of articles not entering into foreign trade.* The net result was 
that, between the dates last mentioned, the Annalist index of 
wholesale prices rose from 83.8 to 103.4 

Just as in the case of the price level increase in 1932, business 
responded a month or two later with a corresponding upward 
movement. The physical volume of department store sales rose 
sharply, and mail order sales increased slightly. The number of 
persons on factory pay rolls and the purchasing power of their 
total pay both moved up rapidly. Freight car loadings, automo- 
bile production, exports, and imports all expanded markedly, and 
both lumber and pig iron production shot skyward. The prices 
farmers received for their products rose much more rapidly than 
did the prices which they had to pay for their purchases. In July, 
1933, there was every indication that, within a few months, the 
depression would be a thing of the past. The fact must not be 
overlooked that all this occurred before the adoption of any 
measures designed to restrict production or raise wage rates. 

That the upward movements in prices, both in 1932 and 1933, 
were not mere incidental accompaniments of business improve- 
ment, but were, in fact, causal forces giving rise to business ac- 
tivity, is strongly indicated by the fact that, in both years, busi- 
ness lagged a month or two after the corresponding changes in 
the price level had occurred. Clearly, higher prices were not due 
to better business. Either higher prices caused business improve- 
ment or both were due to some unknown cause. If rising prices 
can be depended upon to produce business activity, the question 
of price level contro! is evidently of paramount importance in 
those nations in which the competitive system is dominant. 

That price level control is feasible and that it does have a 
marked effect upon industrial activity is evidenced by the foreign 
statistics illustrated in Figure 1. It will be observed that the dot- 
ted line representing the Federal Reserve Board index of produc- 
tion in the United States did not reach bottom until July, 1932, 
and was at almost as low a level in April, 1933. The price decline 
in this country did not terminate until February or March, 1933. 
By contrast, the downward drift of prices was stopped by Great 


7 See data based upon reports for the banks of leading cities of the United States, including 
New York, compiled by the Federal Reserve Bank of New York and mimeographed for circulation. 
8 See the paper referred to in Note 2. 
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Britain, Sweden, Australia, and Japan in the autumn of 1931. 
Instead of continuing on its downward course, production in 
Great Britain turned up at once, and has not since declined. In 
Japan also, the downward movement of production stopped in 
1931, and the trend there has since been sharply upward. Records 
of Australian production have not been discovered by the present 
writer, but the tonnage of exports and imports combined shows a 
trend which is almost horizontal since 1930. Sweden was the only 
one of the four countries mentioned in which production declined 
until 1932. Chile began raising prices early in 1932, and produc- 
tion rose at once, and has remained high. The evidence indicates, 
therefore, that there is decided correlation between the move- 
ments of the price level and changes in production, but that the 
correlation is not perfect. Presumably, therefore, the regulation 
of the price level is an essential prerequisite for the control of 
business activity, but may not, in itself, always prove sufficient to 
accomplish the end desired. This was evidently the point of view 
held by President Roosevelt and his advisers when, in the sum- 
mer of 1933, they sanctioned the adoption of such measures as the 
national industrial recovery act and the agricultural adjustment 
act. The first mentioned act was put into operation during the 
late summer of 1933. It provided for raising wage rates per hour 
and reducing hours of labor per week and also sanctioned agree- 
ments among entrepreneurs concerning production and prices. 
During most of this period, prices at wholesale continued to rise, 
though at a rate slower than that prevailing in the early days of 
1933. This gradual rise was not the result of any further increase 
in the velocity of circulation of bank deposits, but is doubtless 
ascribable mainly to two factors: first, to the steady increase 
which has been taking place in the volume of deposits subject to 
check, those in Federal Reserve System member banks in 90 
cities having grown from 101% billion in July, 1933 to 12%, billion 
in July, 1934°; second, to the increase in the price of gold, a force 
which while at first affecting only the prices of commodities enter- 
ing into international trade, has been very slowly spreading to 
domestic commodities as well. 

Let us now see what statistics show concerning the influence of 
the NRA and AAA upon industry. As previously noted, the in- 
dustrial effects of the sharp price rise of the Summer of 1933 ex- 
extended for perhaps two months after that price rise ceased. 
Furthermore the National Recovery Administration did not get 
into full swing until the autumn of 1933. In measuring the effects 

*U. S. Survey of Current Business, September, 1934, p. 31. 
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of the ‘‘recovery’’ legislation, it therefore seems fairest to deal 
with the period October, 1933, to date. 

The physical volume of department store trade, after breaking 
sharply in late 1933, has been slowly rising. Automobile produc- 
tion has advanced steadily. The number of persons on factory 
pay rolls increased for a while, but at last reports, was as low as 
in September, 1933. The dollar total of these pay rolls has risen 
materially, but their aggregate command over goods, though 
higher for a time, has declined to about the same level prevailing 
in late 1933. Prices of goods sold by farmers have advanced a 
little faster than prices of goods bought by farmers. Freight car 
loadings, electric power production, lumber production, pig iron 
production, bank loans, exports, imports, and the physical volume 
of sales by mail order houses have all either remained about sta- 
tionary or have declined slightly. In September, 1934, the Federal 
Reserve Board index of production was 8 per cent lower than in 
October, 1933. 

This evidence may be summed up by saying that, in urban in- 
dustries, work sharing has made little or no progress, and that the 
total real earning power of employees in these industries, while 
higher for a time, has now lost all of its temporary increase. 
There is, then, no evidence to indicate that NRA has succeeded 
in enhancing the ability of urban employees to buy goods. Despite 
the stimulating influence of a gradually rising price level, pro- 
duction has made headway in practically no field except that of 
automobile manufacture. 

The reason why it has stagnated is best illustrated by the in- 
dexes derived by the National Industrial Conference Board from 
United States Bureau of Labor Statistics reports.!° These in- 
dexes show that, between July, 1933, and August, 1934, in typical 
manufacturing industries, though man hours decreased from 62.8 
to 56.0, pay rolls increased from 50.8 to 62.2. Though output per 
man hour fell from 154.3 to 130.4, labor costs per man hour rose 
from 80.8 to 111.1, and labor costs per unit of product climbed 
from 52.4 to 85.2. Labor cost per $100. of gross income ran up 
from $71.60 to $106.20. If these figures are even approximately 
correct, it is easy to see why manufacturers have not been 
anxious to take on more labor. Under a competitive regime, busi- 
ness will not flourish when profits are absent. Furthermore, ris- 
ing labor costs per unit of output mean higher prices for the fin- 
ished goods, and higher prices for finished goods mean fewer 


10 See the Conference Board Bulletin, October 10, 1934, p- 79, 
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sales, lower production, and less need for labor. So much for the 
effect of ‘‘recovery’’ acts upon urban industry. 

Let us now consider the farm situation. Taxing city consumers 
and turning the receipts over to farmers is, of course, tempo- 
rarily beneficial to those receiving the tax money, but such taxes 
spell higher prices for farm products, and hence a smaller vol- 
ume of sales of such products. A continuation of this policy evi- 
dently means not only hardship for urban consumers but a reduc- 
tion in farm acreage cultivated. 

Marking up the price of gold resulted in a sharp increase in the 
prices of articles entering into international trade while causing 
little immediate change in prices of domestic articles marketed 
almost exclusively in the United States." Since purely domestic 
prices have not risen much, the enhanced price of gold has bene- 
fited but little farmers producing things consumed mainly in this 
country. Growers of wheat and cotton are, however, in a different 
position, for their crops are exported, and hence the prices have 
responded to the change in the price of gold. The effect of the 
changing gold price has been supplemented by curtailment of 
acreage. Immediately, therefore, wheat and cotton producers 
have profited by the ‘‘recovery’’ program. Even here, however, 
there is a fly in the ointment. In the case of cotton, it is becoming 
all too plainly visible. The difficulty is that the higher prices for 
cotton have stimulated planting abroad. American cotton plant- 
ers have, however, largely depended upon foreign markets to 
absorb their products. They are, therefore, now faced with the 
necessity of either cutting prices drastically or reducing total 
production to the amount demanded in the United States. If such 
a reduction is undertaken, it will mean abandoning something 
like half of the customary cotton acreage and either finding new 
employment for the displaced farmers or having them supported 
by the rest of the public. Either solution presents obvious diffi- 
culties. 

Let us now consider the ‘‘recovery’’ program from a broader 
point of view. It goes without saying that the total income of our 
inhabitants is primarily dependent upon the volume of goods pro- 
duced in the nation. High production means prosperity and low 
production means depression and poverty. Obviously, the NRA, 
by curtailing work at home, fixing minimum wages, shortening 
working hours, increasing unit costs and hence selling prices, and 
by encouraging monopoly has tended strongly to curtail output. 
Similarly, the AAA by restricting acreage, killing young pigs and 


11 For proof of this statement see the paper referred to in Note 2. 
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brood sows, and adopting other measures designed to raise farm 
prices has also lessened the total volume of farm produce. If 
economic doctrines based upon the experience of the past have 
any validity whatever, it is evident that measures restricting out- 
put must hamper instead of furthering recovery from the depres- 
sion. As we have seen, the available statistical evidence indicates 
that, as a matter of fact, the industrial improvement which was 
progressing so rapidly in the summer of 1933, halted shortly 
after the so-called recovery measures began to take effect. How- 
ever, advocates of these measures contend that we have been suf- 
fering not from destructive interference with productive activity, 
but merely from a natural reaction from the over-rapid rate of 
recovery characterizing the Summer of 1933. Is there any way to 
test this hypothesis? 

One way of doing this is to see what has been happening in 
other countries. To make the comparison fair, it is necessary to 
confine it to those countries in which business has not been 
dragged down by a declining price level. Among countries which, 
like the United States, have not been troubled by a price decline 
in 1933-1934, may be mentioned Sweden, Chile, Great Britain, 
Japan, and Canada. If business trends in these countries differ 
from those in the United States, it is, therefore, probably due to 
forces other than a decline in the price level. The outstanding dif- 
ference between the policies of these countries and the policy of 
the United States is that no one of these five nations has adopted 
measures radically hampering production. It is therefore of in- 
terest to see how business trends in these countries compare with 
those in the United States. 

Figure 1 shows that, in Chile, production in 1934 has been 
equal to that in 1933, being but slightly below that of 1929. In 
Sweden, the level of 1934 production has been consistently higher 
than that of 1933. In Great Britain, the 1934 output has been well 
above that for 1933, and practically equal to that of 1929. In 
Japan, 1934 production has been decidedly higher than in 1933, 
and distinctly above that of 1929, the high point of the previous 
boom. In Canada, our next door neighbor, where conditions re- 
semble so closely those in the United States, the 1933 recovery 
bulge in production has been well overtopped by the 1934 volume 
of output, employment has been materially higher than last year, 
electric power output has increased sharply, and carloadings are 
well above those for the corresponding months of 1933.1” 


12 For data see the U. S. Survey of Ourrent Business, last page of each issue. 
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The behavior of industry in other countries, therefore, con- 
firms fully our inference based upon deductive reasoning—name- 
ly that, while the monetary policy of the present Administration 
has been highly beneficial to industry, the NRA, the AAA, and 
other similar restrictive measures have thwarted the natural 
progress of recovery, and are, in a large measure, responsible for 
the persistence of unemployment, for the huge burden of relief 
now being imposed upon the national treasury, and for the dire 
threat of untrammeled inflation and resulting catastrophe inher- 
ent in the present unbalanced state of the federal budget. 

Despite the serious handicaps which have been imposed upon 
business, industrial conditions now seem to be improving—at 
least the Annalist index of business has been rising since Sep- 
tember. How is this fact to be explained? 

The answer to this query seems to be found in the record of the 
holdings of United States Government obligations by Federal 
Reserve System member banks. According to the Annalist of De- 
ecember 7, 1934, p. 807, such holdings on November 28, 1934, were 
$1,600,000,000 larger than they were a year earlier. In other 
words, our bank deposit currency is being used by the Federal 
Government as a means both of obtaining credit and raising the 
price level. These bank deposits being newly created, are giving 
to the Federal Government purchasing power not deducted from 
the accounts of any of the citizens. To a large extent, this new 
money is being expended for relief, and hence is creating an ad- 
ditional demand for finished goods. If this process can be contin- 
ued for some time without raising wage rates per piece or per 
hour, selling prices may catch up with production costs. Should 
this occur, production would increase, unemployment would di- 
minish, and the clamor for restriction of output might die a nat- 
ural death. If, however, wage costs rise as fast as the prices of 
the finished goods, the only beneficial effect of this new inflation- 
ary program will be to lessen the burden of fixed charges, a bur- 
den which, in numerous cases, is still unduly heavy because of 
the weight added thereto by the price decline of 1929 to 1933. The 
outcome of this latest phase of the recovery program is, of course, 
a matter of great importance to every American. 


Discussion By ArtHuR Rosert Burns 
CoLuMBIA UNIVERSITY 


If recovery be measured in terms of an increase in the quantity of 
goods and services produced and consumed, some industrial recovery has 
occurred since the early months of 1933. Full utilisation of the means of 
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production is, however, still far off and production has been slowing up 
during the past six months. The ou.put of agricultural products in 1934 
was 22 per cent below that in 1933 and still further below that in 1932. 
The index of industrial production compiled by the Federal Reserve 
Board touched bottom in July 1932 and by the end of the year had risen 
some 7 per cent to 66 per cent of the average for the period from 1923 to 
1925. The figures for March 1933 are too abnormal to serve as a base 
from which to measure subsequent changes and the boomlet of the sum- 
mer of 1933 also confuses measurement. The extent of recovery is, how- 
ever, very roughly indicated by the fact that the average adjusted index 
for the period from May 1933 to August 1934 was 82 as compared with 
an average of 66 for the period from September to December 1932; 
industrial activity increased, therefore, about 24 per cent. Between May 
and September 1934, however, the index declined and now appears to be 
rising again. 

The effect of governmental attempts to foster recovery cannot, of course, 
be precisely measured. Apart from the inadequacies of the available 
statistics, any recovery that has occurred may be wholly independent, 
or in spite of, government action. The increase in the volume of produc- 
tion since the summer or fall of 1932 in many countries suggests that some 
measure of recovery might have occurred without any governmental 
action. Equipment wears out and deteriorates with the passage of time. 
Knowledge of new methods of production accumulates and offers increas- 
ing inducements to the reequipment of industry. Wages and interest rates 
fall. Even if the recovery achieved is attributable to government action, 
it may not be due primarily to policies deliberately aimed at recovery. 
On the other hand, these policies in themselves may have been more suc- 
cessful than the statistics suggest; their effects may have been partly 
neutralized by other policies, or by non governmental influences. Although 
complete segregation of the consequences of government action consciously 
aimed at recovery is impossible, some attempt to suggest the probable 
repercussions of such action is clearly necessary. 

Increased production can be sustained only by increased spending and 
the principal measures consciously aimed at increasing spending are the 
policies of the National Recovery Administration, monetary policy, and 
the public works policy. 

Title I of the National Industrial Recovery Act was intended to con- 
tribute to recovery in two ways: by increasing payrolls and by putting 
an end to cutthroat competition. The former was to increase the demand 
for commodities, and the latter to hearten business by removing the 
downward pressure upon prices. The enlargement of payrolls was initially 
attempted through the President’s Reemployment Agreement (which re- 
sembled a temporary code of fair competition relating only to labor 
conditions) , and, subsequently, through the minimum wage rates included 
in the codes of fair competition for each industry. In spite of widespread 
evasion of these minimum rates of pay, and of the “stretching out” and 
demotion of workers, factory payrolls increased, and increased more than 
factory employment. The index of payrolls compiled by the Bureau of 
Labor Statistics had been falling steadily until early in 1933, when it 
reached 40 per cent of the average for the years 1923 to 1925; by May 
1934 it had reached 67 (an increase of 67 per cent) ; it has since fallen 
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and the preliminary figure for September 1934 was 58. The index of in- 
dustrial employment, which was about 60 at the beginning of 1933, rose 
to 82 by May 1934 (an increase of 36 per cent); by September 1934 it 
had again fallen to 76. It is impossible to calculate how much of this 
increase in employment was due to increasing sales made possible by 
increases in earnings. The spreading of work resulting from the reduction 
of the hours of labor, and the increased purchasing power placed in the 
hands of farmers, and the unemployed, operated also in this direction, 
while the raising of prices (to be discussed below) was a neutralizing 
influence, as well as the government’s own policy of wage cutting. 

Before we condemn this attempt to increase payrolls, we must ask 
whether such an increase is capable of increasing spending and, therefore, 
production, and whether it is reasonable to expect private cooperation in 
such a policy. It is clear that if the increased expenditure upon payrolls 
is not neutralised by a reduction in other payments, or by a rise in prices, 
and if any part of the increase is spent by workers (rather than used to 
pay off debts), sales will be stimulated. The repayment of debts by 
workers must diminish with the passage of time. Expenditure upon salaries, 
the repair and replacement of plant, the purchase of materials or dis- 
bursements of profit or interest may, however, be diminished, and the 
effect of the increase in payrolls upon total spending thereby offset. This 
offset can be avoided if businesses use idle bank funds, or borrow from 
banks, to make the increased wage payments, and continue all their other 
disbursements upon their former level. Businesses and banks were urged 
to take this risk on the ground that their own profits would come back 
with the resulting increase in business activity. This argument implied 
that the only difficulty to be surmounted was the lag in time between the 
increased expenditures and the increased rate of plant operation. This lag 
presents a real problem but it is not the only one. 

Privately operated businesses must balance against the costs of this 
policy its probable effects upon their separate revenues. The additional 
spending was to be done by workers, which means that increases in sales 
could be expected only by businesses supplying the commodities upon 
which workers spend their added purchasing power. Sales of basic food- 
stuffs and clothing would not be much increased, nor would those of 
durable producers’ goods. Replacement, of machines and plant would be 
somewhat accelerated, as well as the reequipment of plants, but major 
extensions and reorganizations of plant could be expected only as the 
volume of activity in the consumers goods industries approached the full 
capacity of existing plants, or as the probable sustained level of produc- 
tion and prices appeared to justify considerable new investment in im- 
proved plant facilities. In the consumer goods industries into which the 
additional spending was likely to flow, an increased rate of operation 
would, however, increase the contribution toward overhead costs without 
any increase in price, provided prevailing prices yield any contribution 
toward these fixed overhead charges. Increased wage rates, however, in- 
crease costs, the extent of the increase depending upon the degree in 
which an industry or plant is mechanised. The less the relative importance 
of labor costs, the less is the burden of any given percentage increase in 
wage rates. It is, therefore, only in a favorable combination of circum- 
stances that individual firms can expect, within even a considerable period 
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of time, that the increase in labor costs can be met out of the increased 
contribution toward overhead costs. Firms not so favorably situated are 
naturally slow to reduce their liquid resources or incur increased debts to 
banks in order to raise wages. Banks have been unwilling to lend where 
the effect of the loan on the ability of the borrower to repay seemed remote. 
They have been unwilling to lend even to the more favorably situated 
firms because the probability of repayment depends upon general cooper- 
ation in the policy by other banks and business firms. The policy of in- 
creasing spending through increases in payrolls suffers, therefore, from 
the shortcoming that uniformity of response is difficult to achieve because 
of the lack of uniformity in the distribution of the benefits, except over 
periods so long as to involve risks that many business men and banks 
have been unwilling to accept. The effect of this policy is, however, also 
bound up with its effects upon price policies. 

The National Industrial Recovery Act was also intended to restrict, if 
not altogether terminate, cutthroat price competition, which was regarded 
as a vital part of the downward spiral of deflation. To achieve this end 
the legal concept of “unfair competition,” already expanded to permit 
the fixing of minimum wages, maximum hours and the employment of 
children, was still further enlarged. Codes of fair competition were to be 
drawn up and approved by the President. Conduct in compliance with 
these codes was, in general, exempt from prosecution under the anti-trust 
laws and conduct in violation of them punishable. It is commonly held 
that the administrator was so little conscious of the conflict between the 
public interest and the interests of separate industry groups, as at present 
seen by those groups, that he approved of codes that have permitted or 
induced increases in prices; these increases are said to have neutralized 
any tendency to increased spending resulting from the raising of wage 
rates and, indeed, from other governmental measures calculated to in- 
crease spending. It is true that prices have risen; the Bureau of Labor 
Statistics index number of wholesale prices (which had by January 1933 
drifted down to 60 per cent of the level in the years from 1923 to 1925) 
has since risen until it is now 78 (or about 30 per cent above the low 
point). It is also true that this increase has partly offset attempts to 
increase the purchasing power of farmers, industrial workers and the 
unemployed. Nevertheless increased quantities of goods are still being 
produced and consumed. And not all the increases in prices can be laid 
at the door of the NRA. Increases in the price of imported goods are 
attributable to monetary policy; increases in the prices of farm products 
are attributable partly to the agricultural adjustment program and partly 
to weather conditions. Moreover the boomlet of the summer of 1933, 
which was stimulated by anticipation of increases in costs and prices 
arising out of both monetary policy and the recovery act, probably 
played some part in raising the level of industrial production in the sub- 
sequent period. 

The exact relation between the policy of the NRA and the rise in in- 
dustrial prices is, however, less direct than is often supposed. Only a few 
codes permit the direct control of output and prices (e. g. petroleum, 
copper, soft coal, lumber, lime, glass containers and a few others). Indirect 
control of total output has been achieved in a few branches of the textile 
industry by control of the hours of plant operation. Some 300 codes pro- 
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hibit sales at prices not covering the cost of production but few of these 
clauses have ever operated owing to difficulties and delays in securing the 
approval of the administration of the methods of cost calculation. Since 
June 1934 code rules concerning prices have been mainly confined to 
prohibitions upon wilfully destructive price cutting, provision for the 
setting of minimum prices during emergencies, and a declaration of inten- 
tion by producers to set their prices by reference to costs calculated in 
accordance with a standardized system of cost accounting once such a 
system has been approved. A few emergencies have been declared, and 
prices, ostensibly based upon “lowest reasonable costs,” have been set, 
but only in such industries as retail solid fuel, retail tobacco, retail lumber, 
retail ice, and automobile tires. The remaining two of these rules appear 
to have been inoperative. 

The contribution of the NRA to increases in prices does not lie to any 
great extent, therefore, in the direct provisions of the codes. It lies partly 
in the increased costs it has imposed upon business and partly in the 
general encouragement it has given to cooperative action. Reductions in 
the hours of plant operation have increased costs in some industries and 
higher wage rates have increased them in many. Business men were be- 
sought to limit their increases in price as much as possible and, in any 
event, not to permit them to exceed the increases in their costs. The 
notable increases in business profits which occurred during 1933 suggest, 
however, that these exhortations failed to induce a universal response. 
According to figures compiled by the Federal Reserve Bank of New York 
743 corporations that made over $3,000 millions of profit in 1929, and 
practically none in 1932, made about $673 millions in 1933. The prelimi- 
nary figures recently published by the Bureau of Internal Revenue show 
that the profits of firms reporting profit in 1933 were $654 millions or 35 
per cent in excess of the similar figures for the previous year. The deficits 
of firms reporting deficits were about 30 per cent or $2 billions below 
the similar figures for 1932. These profits arise, partly out of reductions 
in cost owing to the improvement of methods of production under the 
pressure imposed by the depression, and to improved rates of operation. 
They are doubtless in considerable measure, however, due to increases in 
price in excess of increases in cost (including inventory profits). 

Encouragement to cooperative action has restored the “Gary dinner” 
to respectability. Industry groups through their codes have limited the 
forms of rivalry. They have sought to standardise methods of selling 
(including discounts) , as well as service and quality competition. Evasion 
of collectively determined prices having thus been rendered more difficult, 
informal agreements or understandings concerning prices have been en- 
couraged. The filing of prices under the “open price” clauses further 
discourages price cutting in many industries. Although conditions vary 
greatly from industry to industry, there is little doubt that competitive 
price determination has diminished in general importance. But not only 
has downward pressure on prices been relieved; upward pressure has evi- 
dently taken its place. Granted increased opportunities to limit cutthroat 
competition, industry groups have made no attempt to distinguish be- 
tween cutthroat and desirable competition. They brought to their new 
task nothing more than the attitude prevalent among the trade associa- 
tions during the previous twenty years. In the new situation the legal and 
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other opportunities for making these policies effective were far greater 
than ever before. These policies aim ultimately at the maintenance of 
prices upon a level that will secure the survival of most existing firms, a 
modified monopoly policy calculated to hold back increases in production. 
The administration, while correctly refusing to encourage destructive 
competition, has apparently also failed to distinguish between destructive 
and desirable competition. It has permitted the removal of many competi- 
tive pressures without substituting any other forces making either for 
efficient individual business administration or for a general price policy 
calculated to induce increased productive activity. It is to be remembered, 
however, that it has had little positive power to prevent price increases; 
perhaps if there had been more price fixing clauses it would have felt 
more responsibility and possessed more control. It is important to note, 
therefore, that the mere removal of the codes will not necessarily restore 
the conditions prevailing before the act. Even prior to the act, moreover, 
price competition was being increasingly circumscribed by changing busi- 
ness practices. 

The second line of action deliberately aimed at recovery is the monetary 
policy of the administration. On May 7, 1933 the President announced his 
intention of endeavoring to raise prices sufficiently to enable borrowers 
in general to repay their debts in dollars about equal in value to those 
they borrowed; this policy was later interpreted to mean the restoration 
of the 1926 level of prices. The measure of success attending this policy 
to date is indicated by the fact that wholesale prices are now 76 per cent 
of their 1926 level as compared with 58 per cent in March 1933. The 
devices aimed at raising prices have been so often and so thoroughly 
discussed by specialists that no more than a general reference is called 
for on the present occasion. The sale of dollars abroad to buy gold at 
increasing dollar prices reduced the foreign exchange value of the dollar. 
The payment of higher dollar prices for imported goods raised some in- 
ternal prices. The opportunity to sell exported goods for lower prices in 
foreign currency without any reduction in dollar prices might have en- 
couraged exports and also stimulated an increase in domestic prices. But 
the obstacles to foreign trade have been so elaborately and effectively 
built up that again the reaction upon domestic prices was small. The 
prices of agricultural products sold on world markets did, however, rise. 
Finally, conditions being unfavorable to increased lending by banks, the 
gold imports did not result in an expansion of private credit. 

Direct attempts to raise the domestic price level have taken the form 
of increased purchases of securities by the Federal Reserve Banks and 
the liberalisation of the law controlling the quantity of currency that can 
be issued. The increase in the holding of government bonds by federal 
reserve banks from $1.875 to $2.432 billions between March and Decem- 
ber 1933 increased the ability but not the willingness of the member banks 
to lend more freely. Their excess reserves at the reserve banks increased 
from $417 millions in February 1933 to $765 millions in December 1933 
and to over $2,000 millions in December 1934. The Federal Reserve Banks 
have been authorised to engage in open market operations to the extent 
of a further three billion dollars without regard for the effect of these 
operations upon their reserve ratios, but this power has not been exer- 
cised, and their holdings of government bonds have not been increased 
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since the end of 1933. Legal authorisation to issue three billion dollars 
of greenbacks, to increase the issues of national bank and federal reserve 
bank notes and to issue notes against silver, and the increase of the gold 
reserve by about 70 per cent as a result of the devaluation of the dollar, 
make possible great increases in the volume of money in circulation. The 
actual circulation is, however, somewhat less now than it was in the 
closing months of 1932 owing to diminished hoarding of currency and 
the improvement of banking facilities. Thus, while the way has been 
cleared for a very heavy increase in bank deposits and currency, rela- 
tively little use has yet been made of these opportunities. 

Increased spending facilitated by increased bank loans or currency 
issues would, of course, ultimately raise prices, although the presence of 
unemployed plants and men retards this reaction. But again, firms and 
industries would not benefit in proportion to the additional risks under- 
taken. The distribution of the benefits of the initial stimulus to spending 
depends upon the direction of the new spending. The effect of additional 
spending on payrolls has already been discussed. The less direct benefits 
of a general stimulation of business activity have seemed too remote and 
too questionable to induce banks and business men to take the risks in- 
volved. Indeed, private borrowing from member banks declined by $3.2 
billions (or 22 per cent) between the end of 1932 and June 1934. Unwil- 
lingness to borrow in spite of very low rates of interest is partly due also 
to the dependence of general recovery upon a speedy and general response 
to the increased facilities for borrowing and to the prevalence of doubt 
concerning this response. 

Fear of the consequences of rising prices has also induced opposition to 
attempts to raise them. Reducing the burden of debt is a special case of 
the general problem of establishing relations between different prices and 
costs that will permit and induce sustained full utilisation of the means 
of production. Prices and costs vary in their sensitiveness to changing 
conditions and it is doubtful whether the “right” prices would move by 
the “right” amount. Finally it is feared that if prices were raised the rise 
might gain momentum and, in the extreme case, destroy the rentier class 
as well as impose serious, although temporary, burdens upon workers 
whose wages lag behind increasing prices. The Federal Reserve Board now 
possesses, however, a very effective instrument for controlling a general 
acceleration of bank lending in its power to change the legal minimum 
reserve ratios for member banks. But it would not be easy to decide when 
to stop the rise, it would require courage to stop it and it might require 
more knowledge than we have to stop it without causing a serious reaction. 
The failure of business to increase its spending out of bank loans has, 
however, been partly offset by government borrowing from banks which 
increased their holdings of government securities by some $2.6 billions 
between the end of 1932 and June 1934. About 80 per cent of the decline 
In private loans was thus offset. 

The public works program is the third line of policy avowedly aimed 
at recovery. In title II of the National Industrial Recovery Act Congress 
appropriated $3.3 billions for expenditure upon a variety of public projects. 
These projects might be undertaken by the federal government or by 
state or other public authorities, to whom federal grants might be made 
up to 30 per cent of the cost of labor and materials. This policy commends 
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itself because it is a proposal for actual spending by the government, and 
because it directs the additional spending to the industries in which there 
is the greatest proportion of unused resources, namely the durable pro- 
ducers goods industries. An index compiled by the Standard Statistics 
Company suggests that the volume of production in these industries had 
fallen by January 1933 to about 35 per cent of the level in 1926 as com- 
pared with a figure of 80 per cent for the consumers goods industries. 
Although the whole of the public works fund has been allocated, actual 
spending was increased very slowly. It was estimated that by August 1934 
only 30 per cent of all the sums then allotted had been spent! and by 
the end of November 1934 not more than 50 per cent had been spent. 
Activity in the capital goods industries rose to 54 in May 1934 but had 
fallen again by September 1934 to 42. Construction contracts which by 
the end of 1932 were about 28 per cent of the average for 1923 to 1925 
ell to only 14 per cent in April 1933 and after rising to 57 per cent in 
December 1933 had fallen again by June 1934 to 26 per cent. As a means 
of bringing about an increase in total spending, public works have actu- 
ally been tried, therefore, slowly and on a relatively small scale. 

Public works stimulate recovery only in so far as they increase total 
spending. If increased public spending is offset by reductions in private 
spending the effect of public works expenditures is thereby diminished. 
We have seen that loans to the government from the banking system 
have been replacing loans to private individuals. To some extent, there- 
fore, the effect of government borrowing has in fact been neutralized. 
Sales of government bonds to other than banks canalise savings back into 
spending. It is difficult to tell whether, and how soon, private borrowers 
would have brought about this result in the absence of the public works 
program. Government borrowing may discourage private borrowing by 
maintaining the rate of interest. If, however, the government does not 
borrow for public works, it is likely to be compelled, during the slow 
adjustment of private industry, to borrow for unemployment relief and 
thus again maintain the rate of interest. Even heavy taxation of the 
rich for this purpose is likely to reduce savings and maintain the rate. 
Private investment may have been discouraged also by fear that the 
government may later discover that the increased production resulting 
from publie works expenditures can be maintained only by continuing 
these expenditures. Concern for the means by which the government may 
meet this situation is disturbing to private enterprise. This fear would 
doubtless diminish, however, if the increased productive activity restored 
relations between prices and costs favorable to profitable investment, 
more especially as there are considerable arrears of maintenance and 
modernisation of industrial plant to be made up. This fear is, however, 
an obstacle to recovery. 

In so far as the public works funds are directed primarily to the pro- 
ducers goods industries they flow into industrial areas in which the great- 
est quantities of unemployed means of production are available. Some 
$400 millions of the fund, however, have been spent by the Civil Works 
Administration upon projects not calculated to assist the durable goods 
industries. These durable goods industries are capable, however, of pro- 


1 Report of the Executive Secretary of the Executive Council, August 25, 1934. 
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ducing a wide range of products. To set them to work on more industrial 
equipment for industries already excessively equipped would be unwise. 
It would throw large losses on the owners of the existing plant in the 
industries in which the excess of productive equipment was increased. It 
would also prepare the way for a subsequent decline in the demand for 
these same producers goods. Public works cannot however, always be de- 
signed to avoid all competition with private works, and, therefore, all 
losses to private property owners. The most desirable of public works 
projects, viz., the provision of subsidised low cost housing is opposed on 
this ground. It is said that it will involve losses to the owners of existing 
housing. These fears are exaggerated in that slum clearance means a re- 
duction in the supply of houses and improved general business conditions 
increase the amount of rent actually paid and diminish the burden of 
taxation. Some such losses may, however, occur and must be weighed 
against the probable resulting increase in general business activity, and 
the benefits to those who will be less disgracefully housed than at present. 
The direct benefits of public works can, however, easily receive too much 
consideration. The non utilisation of resources during a depression involves 
tremendous losses, and if these could be measurably reduced as an 
indirect effect of public works the indirect benefits would be out of pro- 
portion to either the direct gains or losses. Attempts to engage only in 
self liquidating public works in the narrow sense may be extremely un- 
economic: even attempts to secure the honest disposal of the funds may 
involve disproportionate costs in the retardation of the general accelera- 
tion of production. 

The direction of public works expenditures to the constructional in- 
dustries, is, however, open to the criticism that it tends to restore these 
industries to profitability on their present scale although their full oper- 
ation may be inconsistent with the continued profitable operation of the 
economic system as a whole. At the prices for constructional goods that 
will maintain these industries on their present scale, they can secure 
orders that will maintain their full operation only if there is a sufficient 
volume of saving. This volume of saving, however, may be inconsistent 
with prices for consumers goods low enough to secure full utilisation of 
resources in those industries. Such prices may not yield sufficient profits 
to permit the necessary saving. The proper size of the constructional 
industries depends, however, upon future changes in methods of produc- 
tion and other considerations the effects of which are impossible to 
measure. 

The parts of the government program not directly aimed at recovery 
have, nevertheless, reacted upon recovery. The agricultural adjustment 
program arising out of undeniable political necessities, but resulting in 
the restriction of agricultural production, cannot directly induce recov- 
ery. It is obviously undesirable to restrict the output of food and other 
necessities at a time when there are many inadequately fed members of 
the community. It is far from obvious, however, that the farming com- 
munity should carry the burden of supplying adequate food for the rest 
of the population without regard for the amount of non agricultural 
products the rest of the population is permitted to produce for farmers. 
The burden of providing adequate food is one that should be distributed 
over the community upon some more reasonable basis. Long run changes 
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in conditions of demand and methods of production also call for some 
measure of agricultural adjustment, but it is regrettable that the adjust- 
ment should be made during a period in which the general national income 
has been so greatly reduced. It is not impossible, however, that the par- 
ticular method of adjustment should operate in a minor degree as a 
recovery measure. An increase in spending by farmers in advance of an 
increase in the price of agricultural products in the final market might 
provide a minor stimulus to an increase in total spending. 

Expenditures upon the relief of the unemployed, on the other hand, 
have obviously played a very large part in maintaining the sales of many 
consumers goods in the face of rising prices. Between March 1933 and 
November 1934 these expenditures amounted to about $1.8 billion (ex- 
cluding the $400 million spent by the Civil Works Administration). In 
so far as this purchasing power has been obtained by the issue of bonds, it 
represents, as we have seen, in part a diversion of banking resources 
formerly employed in financing business, and in part a diversion of 
savings into spending. A tendency to a reduction of spending accompany- 
ing the repayment of bank debts has been in part offset. In view of the 
inertia of private borrowers, government drafts upon the fund of private 
savings to meet relief expenditures have probably served to increase total 
spending in the short run. 

Finally, recovery may have been affected by measures aimed primarily 
at reform. The requirement of a higher standard of honesty and respon- 
sibility from the issuers of securities may have obstructed private bor- 
rowing although the seriousness of this reaction has probably been over- 
rated. The removal of barriers to labor organization may, in the short 
run, disturb industrial relations and discourage enterprise. 

In the absence of measures of the precise effects of the various govern- 
mental attempts to foster recovery, the foregoing general reasoning sug- 
gests that the National Recovery Act has probably obstructed recovery, 
although anticipation of its effects gave industry a lift which may have 
had lasting effects. Monetary policy has made no positive contribution 
to recovery and the full consequences of the public works policy are not 
yet visible. The relief program, on the other hand, has neutralised restric- 
tive tendencies. The contention that recovery would have been more 
speedy without any intervention is impossible to disprove, but it is 
doubtful. Methods of production have changed so greatly during the past 
two or three decades that the market operates with decreasing effective- 
ness to induce the full utilisation of the means of production. Competi- 
tion is replaced by leadership and other non-competitive devices for the 
control of many industrial prices. The desire for the stabilization of 
individual prices spreads; in consequence, changes in demand are reflected 
more in changes in output than in changes in price. The rate of interest 
operates very unsatisfactorily as a regulator of saving and investment. 
Departures from full utilisation of resources are, moreover, so great in 
times of depression that it is impossible for the state to avoid interven- 
tion to relieve unemployment. It is thereby placed under direct. pressure 
to reduce its relief expenditures by other more positive measures to stimu- 
late production. There is, moreover, a real danger that without effective 
intervention to stimulate recovery production may attain a relatively 
stable equilibrium without full utilisation of resources. 
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The major difficulty in the way of the successful stimulation of recovery 
lies in the unaccustomed attitudes of mind upon which it is predicated. 
Both before and since the National Industrial Recovery Act, it has been 
clear that business men have been enlarging their vision to take account 
of the whole of the industry in which they have been engaged rather 
than merely of their own firm. This enlargement of vision is necessitated 
by the fact that firms are often too large in relation to the whole indus- 
try for them to be able to ignore their individual power to influence 
the market. The inducement of recovery in the whole economic system 
requires a still greater enlargement of vision and this transformation 
we find difficult. To demand, for instance, that public works projects 
shall be self-liquidating is to apply a traditional standard to the borrow- 
ing of capital, but one largely irrelevant if the real purpose of the bor- 
rowing is the stimulation of general production. If the program is well 
timed and adequate in amount, it can yield enormous benefits in the 
form of greater utilisation of resources. The policy of the National Recov- 
ery Administration reveals the same difficulty of adapting our attitudes 
to new situations. If more expenditure upon wages without an equiva- 
lent increase in prices is in the general social interest, it is not reasonable 
to leave the stimulation of spending by this means to the willingness and 
ability of business men to respond to a governmental exhortation. Gen- 
eral facilitation of bank borrowing is open to the same objection. Some 
private businesses could respond only if they deliberately placed the 
general public interest before the interest of their own business. Yet the 
success of the device depends upon a widespread and immediate response. 
Unfortunately we have invented no adequate means by which considera- 
tions of the remoter general consequences of individual acts can be intro- 
duced into private calculations of cost and profit, except the mechanism 
for agricultural adjustment and that has not been aimed at recovery. 
Even changes in policies of taxation and public borrowing aimed at the 
stimulation of recovery involve departures from tradition so drastic that 
they invoke fear and suspicion of failure which may well tend to in- 
crease the possibility of failure both by discouraging cooperation and 
by deterring an increase in private activity. Business men complain of 
“uncertainty” in the face of “untried experiments.” Doubtless these fears 
would evaporate, however, in the warmth of sustained production upon 
a considerably higher level than at present. Attempts at recovery also 
induce resistance because of dislike, and even fear, of the implications 
of the extension of the economic functions of the state, but at this point 


the problem broadens out into one as much political and emotional as 
technically economic. 


THE FARM MORTGAGE CREDIT SITUATION IN THE 
UNITED STATES! 


C. Youne 


PuRDUE UNIVERSITY 


For fourteen years farming in most parts of the United States 
has been in a continuous state of absolute or relative depression. 
Following the general slump in 1921, farming failed to partici- 
pate equally with industry in the rising tide of prosperity of the 
1920’s. Beginning at a point in 1921, near the prewar level, agri- 
culture was slowly regaining a condition of equality with other 
lines and by 1930 had nearly reached par as far as price levels 
were concerned. During this period, however, farming costs were 
rising on account of the competition of industry for labor and the 
increasing tax and general overhead burden imposed by a pros- 
perous industry. During this period not much progress had been 
made in reducing the load of debt or in adjusting it to a more 
reasonable basis for service. During this period the steadily 
shrinking value of farm real estate narrowed the margin of 
equity which farmers had in their farms. The year 1930 found 
farming in most parts of the United States, and particularly in 
the Mississippi Valley, exhausted by years of depression, with 
depleted reserves and poorly prepared to withstand the reversal 
which started then and culminated in the farm credit crisis of 
1933. The long depression developed the conditions which made 
possible and intensified the crisis of 1933. 

The causes of the depression lie deep in fundamental malad- 
justments in our economic life, but the agricultural crisis was 
primarily a crisis of credit. Farming, because of its increased 
commercialization in recent years, contributed more to the finan- 
cial crisis of 1933 than to any previous crisis in our national 
history. 

In this paper it is the plan to discuss the development of the 
agricultural credit crisis of 1933 and to consider briefly develop- 
ments in connection with it during 1933 and 1934, the relation of 
the credit crisis in farming to the financial panic of 1933, the 
progress that has been made in relieving the crisis and the out- 
look for the farm mortgage problem for 1935 and for following 
years. 

Ever since 1921 farm foreclosures have been mounting in the 


1 This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 
Association, Chicago, December 27, 1934. 
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United States. The continuous fall in farm real estate slowed up 
the transfer of mortgaged farms except by inheritance, fore- 
closure and assignment and prevented their moving into strong 
hands. Up until 1931 most credit agencies followed a firm collec- 
tion and foreclosure policy. There was a general relaxation be- 
ginning about 1931 because of the doubtful advantage to the 
creditor of acquiring farm real estate and because of a rising 
flood of popular resistance to foreclosure. Following 1931, de- 
linquencies began to mount rapidly and the morale of farmer 
debtors sank lower, continuously, in company with it. Following 
in normal sequence, as conditions grew progressively worse, came 
the pressure on country banks, increase in number of bank fail- 
ures, attempted liquidation, spread of pressure to large banking 
centers and all the sorry train of circumstances with which we 
are too familiar. 

A number of elements in the farm mortgage credit situation 
prior to 1933 now appear to have contributed to the weakness of 
the position and should be carefully studied with a view to elimi- 
nating them so far as possible. 

They are briefly summarized as follows: 

(1) Too large a participation in the farm mortgage business 
by commercial banks and other agencies qualified primarily to 
operate in the short term credit field. 

(2) A general policy by credit agencies to write mortgages for 
too short a term and without provision for retirement of the debt. 

(3) Little or no legal machinery to make possible cooperation 
between the debtor and creditor short of foreclosure. When a 
loan is obviously about to break down, there should be ways 
devised for coming to the relief of worthy borrowers through 
greater participation by the creditor in the management and 
operation of the farm, through opportunities for transfer and 
other measures of mutual benefit to both. 

(4) Lack of information in the hands of farmers concerning 
the basis of credit, the uses of credit and the general problems 
associated with farm financial operations. 

As the agricultural depression made continuously greater in- 
roads into farm income, farmers learned rapidly how to accom- 
modate themselves to it in almost all respects except in regard to 
fixed charges for interest and taxes. For 617 farms keeping farm 
fmancial records in Indiana in 1929, farm expenses averaged 
$3,070 per farm. Of this amount, 17 per cent went for interest and 
taxes. In 1932, farm expenses averaged $1,453 but 30 per cent 
went for interest and taxes. In 1933, because of considerable re- 
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lief in taxes, total expenses fell to $1,395, of which 22 per cent 
went to interest and taxes. Except for these two items, farmers 
generally had been able to accommodate themselves to a lower 
standard of income by adopting a much reduced standard of 
spending in the operation of their farms and for their families, 
The point is that the depression would not likely have developed 
into an agricultural crisis had it not been for the tax and mort- 
gage interest load. 

The farm mortgage act of 1933, which created the vehicle 
through which farm credit relief would be carried to the farmer, 
was designed not only to relieve the mortgaged farmer, but to 
serve as a primary element in relieving hard pressed private 
credit institutions and to create a favorable environment for the 
general rehabilitation of the foundations of the national credit 
structure. Time permits only for the enumeration of the major 
immediate results of this program. 

(1) It created a farmers’ credit system, with emergency ob- 
ligations, designed to bring a complete permanent cooperative 
credit service to farmers. 

(2) It refinanced in the space of 18 months following June, 
1933, approximately one-sixth of the farm mortgage debt in the 
United States. 

(3) It relieved country banks and supplied them with cash 
in place of frozen assets, thus saving many banks from failure. 

(4) It focused attention upon, and gave first consideration 
to, sore spots on the farm mortgage map. 

(5) It made possible scale downs in many cases for farmers 
who were hopelessly involved, by providing a basis for cash set- 
tlement of claims by creditors. From June 1, 1933, through Octo- 
ber 24, 1934, 15.9 per cent of the loans closed by the federal land 
banks and the Land Bank Commissioner had involved some scale 
down. This scale down, in the aggregate amount of $65,789,110, 
amounted to 26.3 per cent of the prior indebtedness of farmers 
obtaining scale downs. It amounted, however, to only five per 
cent of the total principal amount of loans closed during the 
period. 

(6) It apparently has checked the flight of capital from 
farming. 

(7) It slowed down foreclosure and tempered the policies of 
other creditors. 

(8) It reduced the interest load of most farmers who were 
refinanced. According to figures furnished by the Farm Credit 
Administration, savings in annual interest charges effected 
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through refinancing of interest-bearing indebtedness June 1, 
1933, through October 24, 1934, amounted to 23.6 per cent of the 
amount formerly paid. 

(9) It introduced a much wider use and more general under- 
standing of the amortization principle and made it possible for 
farmers to plan their operations with greater security. 

(10) Strong credit agencies have reversed their policy with 
respect to farm mortgage investments and are now holding good 
loans and cautiously making new committments. 

(11) Private capital is tending to return to farming, as shown 
by increased sales of farm real estate, particularly to persons 
other than farmers. 

(12) There is a very definite strengthening in land values and 
an increase in farm sales in most parts of the United States. 

(13) Credit relief and strengthening land values have facili- 
tated the transfer of farm real estate into stronger hands. 

(14) It developed a better understanding of the farm debt 
problem and resulted in a more constructive attitude on the part 
of creditors. 

Most of the direct and indirect effects of the government’s 
farm credit program, which have been listed, are favorable. How- 
ever, many problems have arisen in connection with the program 
which, if not carefully handled, may serve in the long run to undo 
much of the apparent benefit of the program to date. The basic 
soundness of many of the actions is yet to be tested and final re- 
sults will depend not only upon the soundness of actions already 
taken but on the intelligence applied in the administration of the 
credit program and policies. This applies not alone to the Farm 
Credit Administration, but directly to the entire farm credit 
structure, since the government, because of its dominant posi- 
tion, will to a large extent determine by its policies the future 
trend and development of farm credit in the United States. The 
major problems are enumerated and discussed briefly as follows: 

(1) Many persons question the basic soundness of the lending 
policy of the Farm Credit Administration, which finally hit on a 
basis of valuation through a definition of ‘‘normal agricultural 
value’? which made it possible to refinance the major portion of 
the distressed farm debt burden without scale down. It is argued 
that the farm debt problem has not been solved but simply post- 
poned and the final loss transferred from the creditor to the tax- 
payer. This is the point of view of those who still cling to the 
“bitter end’’ philosophy. The program, as carried out, appears 
to the writer to represent a sound ‘‘middle of the road’’ policy 
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which is consistent with the money and price policy of the New 
Deal but places a conservative estimate on the final outcome of 
its price raising measures. A critical examination of the policy of 
the most conservative life insurance companies with respect to 
farm investments indicates that they are in substantial agree- 
ment with the Farm Credit Administration. However, it must be 
admitted that the burden of debt continues to rest heavily on the 
land and that if the government’s goal of higher prices is not 
reached very shortly and permanently we may yet find it neces- 
sary to deflate the farm debt and suffer all the consequences of 
such an action. 

(2) In the haste to develop the program, undoubtedly many 
farmers were refinanced who were not worthy and who will be 
unable to pay even with a reasonable return in farm prosperity. 
Only time will tell how many cases of this kind there are. Unless 
these cases are handled promptly and courageously they may 
serve as a nucleus to initiate general repudiation. 

(3) Because of the policy adopted, a considerable portion of 
the most heavily mortgaged farms have not yet been refinanced. 
The percentage of farms that fall in this class varies widely in 
different areas and constitutes a serious problem to a final satis- 
factory outcome. Because of the general suspension of foreclosure 
these cases are still unsettled. Means should be found for settling 
these cases through debt composition or foreclosure. If this is not 
done this small minority may serve to greatly delay or finally 
defeat the farm credit program through keeping alive the present 
sentiment for extreme leniency or through political pressure for 
a continuation of government aid beyond the period of emerg- 
ency. If final settlement of these cases is postponed until farm 
incomes recover, the difficulty of settling them will increase on 
account of the increased resistance of creditors to debt composi- 
tion and of debtors to foreclosure. 

(4) Many farmers, particularly those who have been re- 
financed with a scale down of debts, find themselves with their 
long term debt load greatly relieved, but without working capi- 
tal. In fairness to creditors, it was probably necessary to require 
the debtor to sacrifice his working capital. The result was to 
leave the farmer in very poor circumstances to capitalize on his 
improved position. This condition is acute in the drouth area 
where many capable farmers who have been refinanced will likely 
default on the first installment. 

Having gone so far with these farmers, it would appear to be 
wise to advance additional funds to make it possible for them to 
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operate their farms efficiently and approach the operating budget 
which was used in calculating the income on which normal values 
were calculated. Production credit loans scarcely meet the re- 
quirement since the chief security that can be offered is encum- 
bered real estate. Creditors must realize that farmers have 
stripped themselves of working capital in recent years in an 
effort to continue the service on their mortgage loans. In most 
types of farming there is a close relationship between the earning 
power of farms and the amount of working capital. Farmers 
should be permitted to reaccumulate working capital and repair 
a badly run down plant, even at the expense of somewhat poorer 
collections, if these loans are to stand up in the long run. 

(5) As a result of the modified collection policy of creditors 
and because of the generous program of the government relief to 
persons in distress, a very evident let down in the desire to repay 
debts, particularly to the government can be expected. With the 
rise in farm incomes must come a stiffening in the collection 
policy if a serious breakdown is to be prevented. The very large 
participation of the government in the farm mortgage field in- 
creases the danger of political interference in case such a policy 
is adopted. 

It appears that the surest way of combatting this evil which 
might easily defeat the program is to rebuild into the federal 
land banks as soon as possible the cooperative ideas which were 
incorporated, in the farm loan act. Such a program would in- 
volve a prompt and extensive educational program designed to 
acquaint farmers with their basic obligations and opportunities 
in the system. 

This program, if it is to be effective, must carry with it a defi- 
nite decentralization of authority and must place increased re- 
sponsibility on farmers through their national farm loan asso- 
ciations. It is not sufficient to label the land bank system as a 
farmers’ cooperative. It must be made truly a farmers’ coopera- 
tive through placing definitely on farmers the responsibility for 
the final suecess or failure of it. In the rush to expand the farm 
credit structure to meet the emergency the result was, of neces- 
sity, a greater centralization of authority in a system already 
highly centralized. Because of the government’s large interest in 
the system it will be extremely difficult to do other than continue 
on this basis. If such a course is followed it will be in line with 
the best American tradition in which we require our coopera- 
tives to grow under the forced draft of supervision from the top 
and permit them finally to die from root rot. 
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(6) One of the most favorable developments with respect to 
the farm mortgage situation is the rapid growth of real estate 
tax relief, partly the result of reduction in expenses of local goy- 
ernment but chiefly through shifting the tax load to larger taxing 
units and to sales taxes. The long time trend for rising farm 
taxes has finally been stopped and taxes in most agricultural 
states are substantially lower. This brings immediate relief to 
mortgaged farmers and definitely improves the position of farm 
real estate and holders of farm mortgages. In 1931 the index of 
farm taxes in the United States stood at 238 per cent of the 1913 
average; in 1932 this had fallen to 189 and it is expected that the 
figures for 1934 and 1935 will be still lower, since the full effect 
of recent tax legislation will not be felt until 1935 and later. 

On farms keeping farm accounts in Indiana, taxes paid aver- 
aged $407 per farm in 1930, this decreased to $220 per farm in 
1933 and it is anticipated that taxes paid in 1934 will show fur- 
ther reduction, to approximately $200 per farm. The reduction 
from 1930 to 1933 amounted to $187 per farm. These 656 farms 
had an average area of 194 acres and a total investment in real 
estate of $12,148 per farm in 1933. The reduction in taxes capital- 
ized at 5 per cent is equivalent to a decrease in the mortgage load 
of approximately $4,000 on each of these farms. Many mortgaged 
farms in Indiana that have been refinanced in 1934 emerged with 
the annual interest and tax charge lower than the taxes alone 
were in 1930. Tax reforms have probably been more effective in 
reducing the farmers’ tax load in Indiana than in many other 
states but the trend has definitely set in, in most agricultural 
states, to shift the tax burden from real estate to other forms of 
taxation, especially to the sales tax. 

It appears to be a reasonably safe prediction that real estate 
taxes will not increase materially in Indiana until farm incomes 
have risen to a point to make such increases bearable. There may 
be some danger that farm credit relief may be used as a pretext 
for resuming heavy real estate taxation. 

(7) Itis to be hoped that it will not be necessary to make addi- 
tional appropriations of funds to be loaned by the Land Bank 
Commissioner. While it was necessary to provide funds by direct 
appropriation in the emergency, any long continuation of the 
practice will involve the government so deeply in the farm mort- 
gage field as to make its ultimate withdrawal in favor of the fed- 
eral land banks difficult. Further continuation of such grants 


beyond the period of the emergency will be effective in deterring 
private lending agencies from entering the farm mortgage field, 
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and will increase the hazard of political difficulties and of a com- 
pletely paternalistic government controlled credit system as the 
final outcome. 

(8) Certain areas in the United States present special prob- 
lems because of agricultural deterioration in recent years. This 
deterioration is the resultant of an original overestimate of the 
agricultural possibilities of the area, excessive development 
costs, failure of markets, protracted drought, soil depletion or 
erosion or the area may have been subject to more than its fair 
share of the incidence of the depression because of the nature of 
its products and costs. 

These forces, working singly or in combination, have been re- 
sponsible for wide differences in farm income between areas that 
had developed land values in the period prior to 1920 which re- 
flected the relative earning power of these areas. 

In these areas farm mortgage credit conditions have been seri- 
ous and are still serious. The lending experiences of all creditors 
here has been unfortunate, foreclosures have been high, tax and 
improvement delinquencies high, penny auctions common, farm- 
ers’ morale low, equipment and working capital has deteriorated, 
community responsibility is at low ebb and radicalism generally, 
is very common. 

These areas are a much more serious problem than good farm 
areas that are suffering primarily from over-valuation of land, 
with normal incidence of the depression. Farm incomes in these 
good areas will respond quickly to a rising price level and the 
farm credit crisis will be quickly relieved. This is not likely to 
happen in these problem areas and if they are not handled in- 
telligently they may remain to plague the entire nation and to 
defeat the farm credit program. 

The farm mortgage debt in the United States was held by six 
principal classes of creditors in 1928, as follows: Individuals, 30 
per cent; commercial banks, 11 per cent; mortgage loan com- 
panies, 10 per cent; joint stock land banks, 7 per cent; insurance 
companies, 23 per cent and federal land banks, 12 per cent.’ Of 
the amount held by individuals, about half was in the hands of 
retired and active farmers. 

Comparable data are not available to show the change in the 
amount of farm mortgage loans held by each of these classes in 
1934. Farm mortgage loans held by 39 life insurance companies 
in August, 1934, were 15 per cent below the amount in 1933 and 
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do per cent under 1928. For federal reserve member banks the de- 
crease was 10 per cent in June, 1934, from 1933 and 40 per cent 
from 1928. For joint stock land banks the decrease was 27 per 
cent in September, 1934, from 1933 and 57 per cent from 1928. 
The farm mortgages held by the federal land banks and the Land 
Bank Commissioner increased 121 per cent from June, 1933, to 
September 30, 1934. 

It now appears likely that by the time the emergency program 
of the Farm Credit Administration is complete, one-third, or 
more, of the farm mortgage debt in the United States will be held 
by the federal land banks and the United States Government. 

Individuals and local institutions have always played a lead- 
ing role in farm credit. This is the group that furnishes the credit 
for young men to get started or to buy additional land. They are 
intimately acquainted with the debtor and his problems and take 
relatively long chances. This is the group that suffered most 
heavily in the credit crisis and that has suffered most of the loss 
from scale downs. This disorganized group contains creditors of 
all kinds but it is here that most of the ‘‘Shylocks’’ are found. 
While much of the traditional conception of the hard boiled credi- 
tor developed from this group, it has and will continue to remain 
the chief bulwark of the creditor. These local citizen creditors 
will be the first to resume an aggressive collection policy and 
can be counted on to foster local enforcement of collections and 
foreclosures. They impart financial stability to the community 
and respect for property rights. In short they are the most 
rugged form of rugged individuals. This group has already 
shown evidence of increased activity in recent months as confi- 
dence in farming has revived. The writer is of the opinion that 
if it were not for these local creditors, who may appear to be 
unfair and uncompromising at times, that the collection problem 
of large non-resident corporate lenders would be a difficult one. 
It appears likely that the most difficult credit problems in the 
next few years will be in areas where there is a dearth of local 
credit. 

It may easily be that these rugged individuals may yet pull the 
collection chestnuts out of the fire, for non-resident creditors and 
government agencies. 

In the minds of those who wrote the farm loan act was an idea 
of continuing this local interest, knowledge and responsibility 
through local cooperative associations which would use federal 
land banks as financing agents. Through the years the federal 
land bank system has steadily drawn away from the original con- 
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ception with a continual increase in the function of the banks 
and a steady retreat on the part of the associations. It is possible 
that the collection problem of the federal land banks may be 
greatly simplified and that the farmers’ credit can be best pro- 
tected in the long run by an intelligent effort to rebuild into the 
system a feeling of local responsibility for the success or failure 
of the system in the locality. 

Such a program would not involve a complete abdication of 
central authority. In most successful cooperatives the manage- 
ment is able to coordinate and develop local leadership to solve 
purely local problems and itself provides the leadership which 
coordinated the whole enterprise and handles problems of a 
nature common to the entire organization. It appears that the 
collection problem of the land banks can be handled advan- 
tageously only by localizing the problem. 

Such a constructive move on the part of the federal land banks 
would tend to stabilize farm credit and should react in the long 
run to the benefit of all classes of creditors and particularly to 
farmers, themselves. 

In closing I must in fairness to my profession call attention to 
the necessity for a broad and comprehensive program of educa- 
tion of farmer borrowers if the difficulties set out in the last pages 
of the paper are to be avoided. This educational program must 
not concern itself with the physical organization of the Farm 
Credit Administration and with emphasis on its size and accom- 
plishments. The emphasis must be placed on the fundamental 
bases and uses of credit in farming, on sound farm financial 
policy, on the permanent and stabilizing features of credit, on 
fnancial responsibility, on the stockholders’ obligations, oppor- 
tunities and responsibilities. Finally, farmers must be taught 
that they have in their hands the opportunity to make and pre- 
serve or destroy the greatest opportunity that farmers in any 
country or at any time have ever had to secure financial inde- 
pendence for the industry. 


Discussion By S. F. WestBrook 


AETNA Lire INSURANCE COMPANY 


I find little with which I can quarrel in Dr. Young’s presentation of 
the long term agricultural credit situation. I naturally approach this 
question from an entirely different angle than does Dr. Young and for 
that reason, especially because I am asked to adopt a critical frame of 
mind, I find myself wondering constantly whether or not his definitions 
and mine are the same. The time limitations imposed upon both of us 
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render it well nigh impossible to explore the underlying philosophy of 
credit and crises or of depressions. My aim during the entire agricul- 
tural depression has been to keep my definitions and consequently my 
thinking as simple as possible. There is always danger in oversimplifi- 
cation, but, goodness knows, the most simple fact, the most simple defini- 
tion speedily becomes complicated when it is entangled in our modern 
economic profundities. Take for instance the word “credit.” I like to 
think of the word in its generic sense—the reputation for solvency and 
probity which entitles a man to be trusted. I like particularly the use of 
the word “reputation” in respect to “a man.” It says nothing about the 
reputation of an industry, although I am afraid that usage has inclined 
us to the belief that industries, as such, have reputations for solvency 
and probity and that for reasons well within the control of the industry, 
good or bad reputations may be established. It is tempting as well to 
take the next step in this etymological digression and toy with the word 
“creditor.” The obsolete definition of the word reads “One who believes.” 
Our modern technical meaning is obviously an outgrowth of the old one 
and while the word has come to mean only “One who has a claim,” I 
like to think of it as meaning “One who has acted on his belief.” I feel 
quite certain that economists of established reputations will disagree 
with me if I even so much as hint at there being a partner relationship 
between debtor and creditor, but if there is any truth whatever in my 
definition of a creditor as being one who has acted on his beliefs, there 
must be a suspicion that that creditor has made a bed and must lie in 
it as comfortably as conditions and his bed-mate will permit. 

We could go along to a tiresome extent in this business of defining 
meanings of words. We speak of credit being the reputation for solvency 
and probity. And we speak of the creditor as one who has acted on his 
beliefs. Is there not food for a world of thought in the two words “repu- 
tation” and “beliefs.” A man does not have a reputation unless there are 
other people who are qualified to judge facts or at least to receive impres- 
sions. Have those facts been judged correctly and are those impressions 
dependable? Likewise, are those beliefs, of which we speak, held intelli- 
gently or are they merely the outgrowth of an overpowering faith? There- 
fore, when Dr. Young says that the agricultural crisis was primarily a 
crisis of credit, I begin to look to my definitions for guidance and I am 
compelled to the feeling that the ultimate of all economic crises is a 
credit crisis. The reputations of so many men in the industry for solvency 
or probity, or both, has suffered so severely that creditors universally 
believe that they should refrain from further investment and should 
recapture their previous investment as rapidly and as intelligently as 
possible. 

It seems sometimes as if our instincts and our intellects conspired to 
make actualities clash with theories. We speak of short term credit and 
long term credit. A common example of the former is the financing of 
production or inventory over peak periods. A note secured by goods is 
drawn for three months, at the end of which time the goods theoretically 
will have been sold and the cash avails used to liquidate the indebtedness. 
But the goods for some reason or other are not sold, or not sold for cash. 
In those events either the original note is renewed or trade acceptances 
substituted. Conceivably, this process may be prolonged until a succes- 
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sion of three months renewals or substitutions builds up a time element 
which in fact though not in theory converts the short term financing into 
long term. The purest example of short term credit is probably the col- 
lateral loan against stock certificates or warehouse receipts with power 
of attorney attached. Even such loans during boom periods become long 
term operations through successive renewals with the powers of attorney 
used finally only when it is too late and when every other similar creditor 
is bent upon a similar liquidating mission. 

The farm mortgage loan is the example of long term financing most 
interesting to us and it illustrates graphically the clash between the theory 
and the fact. I am in entire agreement with Dr. Young when he states 
that one of the elements which has contributed to the weakness of the 
situation has been the general policy by credit agencies to write mort- 
gages for too short a term and without provision for retirement of the 
debt. Whether written for five years or for thirty years, however, that 
allegedly long term contract became due and payable immediately upon 
default of any of the payments, including taxes on the land, and as a 
consequence of failure to pay for whatever cause, the contract became in 
fact (though not in theory) a short term contract of the most vicious 
kind and at a time when it was the least likely that the debtor could pay. 

I can by no means pose as an expert in the short term credit field, but 
it seems at least logical that a vigorous insistence on the payment of short 
term debts when due would to some extent render less likely periodic 
and concentrated crises at times when it is the least probable that those 
debts can be paid. Again, without pretending to pose as an expert, it 
would seem that a redrawing of the long term farm mortgage contract 
with a more intelligent eye for facts and inevitabilities would to a marked 
degree forestall or prevent recurring crises during which mortgage cred- 
itors universally believe that they should refrain from further investment 
and should call all their loans outstanding. In that particular regard the 
federal land banks have contributed much constructive thought and have 
put into effect provisions in their contracts which should help greatly. 
Dr. Young has mentioned some of the facts and inevitabilities which I 
have in mind. In so far as the mortgage contract itself is concerned, I 
believe that it is necessary to provide a term of years long enough under 
predictable conditions to allow a considered liquidation of the debt. 
I believe that the instalment of principal to be paid annually should 
have some relationship to commodity prices. That is admittedly difficult 
to arrange equitably because high prices characteristically come in poor 
crop years. I believe firmly that the creditor should have some supervision 
and perhaps management rights so long as he is a creditor. I believe in 
most liberal prepayment privileges. I believe that loans should not be 
declared in default so long as the sum total of previous payments equals 
or exceeds the sum total of the requirements of the contract. That pro- 
vision with some development of a commodity index plan for principal 
payments plus the long term of years should modify the harshness of the 
old type of loan. I have never believed that the actual rate of interest 
charged is an important consideration provided always that it is not ex- 
tortionate. A debtor and a creditor always have found it difficult to agree 
on that, point. 

The heart and soul of the whole problem, however, is in the subject 
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of appraisals, which will be discussed by another group. It is only by 
an intelligent appraisal that the correct reputation of a man for solvency 
and probity can be determined and by which the creditors’ beliefs can 
be made to rest on facts and carefully weighed opinions. Mortgage forms 
and terms and provisions may be academically sound and considerate, 
but if they are not drawn with a complete and correct comprehension 
of the basic elements of production, location and, if you please, person- 
ality, then it is only luck if those contracts work out successfully. 

Dr. Young in discussing the Farm Credit Administration and its signal 
services to agriculture and indirectly to the whole country has said 
nothing with which I am not in full agreement. I am approaching this 
subject, however, from the point of view of the private institutional 
investor and my reactions are necessarily, but I hope nevertheless 
soundly, colored by that point of view. Let me first give expression to 
a conviction which I have often repeated. Life insurance companies, and 
it is only of them that I can speak with first hand knowledge, have 
loaned money on agricultural land for about seventy-five years. That 
investment until 1920 proved a most attractive one. However, its attrac- 
tiveness was not the result of any carefully thought out system of 
appraisal or mortgage contract; it was the result during all those years 
of constantly rising land values accompanying the rapid development of 
a virgin country, expanding foreign markets and increasing domestic 
population. It was difficult during those years to make a poor farm loan 
because the mere passage of time and events rectified past errors. The 
increasing earning capacity of the land, together with and in a most 
important way, the unearned increment of the land permitted borrowers 
to pay their debts both current and funded. The climax of that epoch 
came with the war and the abnormal levels to which commodity prices 
rose. Coincident with that climax came the formation of the federal land 
banks, which provided agriculture with more than a billion dollars of 
long term credit. If my memory of history is accurate, the original con- 
ception of these banks was to provide this credit for sections in which 
private capital was not plentiful. It was patently impossible to limit 
lending in this way, particularly by an institution under semi-political 
auspices with the result that during the years 1918-1923 greatly aug- 
mented private funds, notably insurance funds, were in direct competi- 
tion with this new supply. Opinions cannot differ greatly as to the effect 
of this upon land prices, more particularly on loan levels. 

Subsequent to this injection of capital, but not as a result thereof, com- 
modity prices fell. Farmers desperately tried to pay their debts with 
dwindling incomes. Lands were abused and buildings allowed to fall 
into disrepair. Discouragement was universal. Naturally, it was the tax 
and interest load which brought on the crisis. Had there been no such 
load, however, there would have been land abandonment because urban 
conditions, on the surface at any rate, were by comparison so attractive. 
Institutional lenders perhaps unwittingly were trying to unlearn the bad 
lessons of the lush years and to substitute new ways of attaining their 
ends—the conservation of their assets. 

While I am in agreement in the main with Dr. Young as to the doubtful 
advantage to the creditor through acquiring farm real estate by fore- 
closure, at the same time there are enough instances so that they are more 
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than the exception where acquisition is the only solution. I need only 
mention land abandonment. An excessive burden of junior indebtedness, 
the dishonesty or non-cooperativeness of the borrower furnish other valid 
reasons for foreclosure. We have found many times that farms have 
reached an unproductive state due to the abuses which they have suffered 
in the desperate attempt of the borrower to extract as much cash as 
possible from them and due also to the fact that the borrower has not the 
capital with which to make necessary improvements. It is somewhat char- 
acteristic under these conditions that the borrower is unwilling to borrow 
additional funds even though the creditor might be willing to lend them 
with the inevitable result that title to the land must be taken by the 
creditor in order that the most may be made of the worn-out property. 
This has happened many times and invariably we have found that by the 
judicious expenditure of some capital we have been able to put the farm 
on a self-sustaining basis so that we can afford to carry it until commodity 
and land prices revive. 

These instances bring up the question as to whether the position of the 
creditor himself may not be a potent factor in this whole foreclosure 
situation. Life insurance companies are peculiarly adapted to the handling 
of foreclosed properties. Their income is not wholly derived from agricul- 
tural enterprises. They are not compelled to sacrifice lands in order to 
obtain cash and they are qualified even under the strenuous conditions of 
the years 1930-1934 to operate lands even though the operation may cost 
them substantially more than they get out of them. It is a complex ques- 
tion and in the last analysis is a matter of judgment. Many mistakes 
have been made, but in the main I am convinced that if anyone is quali- 
fied to hold land for temporary operation, life insurance companies are so 
qualified. 

I am in agreement with Dr. Young when he calls attention to the fact 
that the ownership of mortgages or land by short term credit institutions 
has contributed to the weakness of the general situation. I would include 
in that the individual mortgagee whose income is dependent largely upon 
returns from either the mortgage or the land. To a marked degree the same 
is true of creditors who are theoretically long term creditors, but whose 
income is dependent entirely upon the ability of farm mortgagors to pay 
their interest and who through stress of depressions threaten their creditors 
with the ownership of the securities. I do not include in that category the 
Federal Land Banks, who have, of course, what amounts to a taxing 
power, but even they would have difficulty in convincing Congress that 
they should be subsidized to the extent of making capital improvements 
and absorbing operating losses. I by no means wish to give even a suspi- 
cion of an attitude of lack of appreciation of what the Government’s 
credit program has done. In the light of conditions as they developed, 
their achievements have been spectacular. As an administrative feat, it is 
almost without parallel. I do not sense, however, that the title to this 
discussion should limit us to the years 1930-1935. What we are all trying 
to do is to build a sound all-time program. The program of the Govern- 
ment is an emergency, remedial one. It was brought into being at a time 
when the industry was threatened in a most desperate way. It was impera- 
tive that the psychology of the farmer-borrower be recognized and helped. 
It was a panic psychology on the part of the farmer. In many instances 
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it was a panic psychology on the part of the creditor. The Government 
very soundly steered a middle of the road course. In spite of substantial 
scale-downs which occurred and which were not always intelligently 
arranged, the whole program simply accomplished the shifting of the debt 
from one set of shoulders to another. Encouragement was given broadly 
to the idea that scale-downs would occur everywhere with the natural 
result that a great many farmers asked for a scale-down even though they 
might not have seriously expected it in their own minds. The result has 
been in many quarters disappointment and further discouragement. While 
there is no doubt but that scale-downs in instances were justifiable, at 
the same time it could not in any sense of the term be considered a blanket 
proposition. For those institutions which had adequate and capable field 
forces there was a real chance that intelligent selections could be made. 
This has had its definite effect on the willingness and desire of borrowers 
to pay their debts and, of course, this attitude has been further confirmed 
and strengthened by the passage and enactment of such legislation as the 
Frazier-Lemke bill. The most salutary development which could take 
place at the present time would be an energetic though judicious collection 
policy on the part of the Land Banks. 

In passing, I would like to comment on Dr. Young’s analysis of the 
size of the scale-downs arranged. I assume that the figures are accurate, 
but I believe that the method of presenting them which he has used is 
the kind of a presentation which has in the past created wrong impressions 
and has led borrowers to believe that not only were substantial scale- 
downs all but promised, but that they had in the past actually occurred. 
A farmer-borrower might easily assume that 26.3 per cent of all indebted- 
ness of the farmers had been written off through refinancing in the federal 
land banks. I suspect that even this scale-down, modest as it is in com- 
parison with both the total principal amount of loans closed by the 
federal land banks during the period and more particularly in respect 
to the total farm indebtedness, was secured at the expense of creditors 
who could the least afford to grant the scale-down. This in turn has led 
to a bargaining process between a borrower, who had everything to gain 
and nothing to lose by asking and insisting upon a scale-down, and the 
weak creditor, who was desperately in need of cash and for that reason in 
a poor bargaining condition. 

And again in passing, I would like to comment on Dr. Young’s handling 
of the interest situation. I speak primarily, of course, of the life insurance 
mortgage investment. I seriously question whether any such substantial 
saving could be shown on insurance loans refinanced by the federal land 
banks. It has been a point which has caused unwarranted criticism of 
life insurance companies and which is a most difficult impression to 
correct. The statement has been made repeatedly that prior to the forma- 
tion of the Farm Credit Administration interest rates on farm loans 
ranged from 8 per cent to 15 per cent, or 8 per cent and up. I cannot state 
whether or not that is accurate in respect to individual mortgagees. I am 
quite sure that the insurance mortgage investment showed a negligible 
amount that ran as high as 8 per cent with an average of probably some- 
where around 514 per cent. Such insurance loans as were refinanced by 
the land banks, of course, carried a new rate of 414 per cent, but that 
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again was of an emergency nature and cannot be considered as a perma- 
nent solution. 

I am not wholly impressed with the broad desirability of the mutual 
credit idea as exemplified by the national farm loan associations. Theo- 
retically, it is a splendid protection for the creditor. I believe, however, 
that there is a clearer cut debtor-creditor relationship than is evidenced 
by distributing the credit risk in this way. It has been demonstrated that 
when it comes to the pinch, farmers through the national farm loan asso- 
ciations are either not able or are unwilling to assume this credit risk. 
It has the undeterminable influence of making the creditor a little careless 
perhaps in passing judgment on the security and the individual involved. 
I do believe, however, that there is a definite place in the whole picture 
for the strong men in these various localities. It is difficult to detect always 
when the features of these many governmental programs are purely of an 
emergency nature both as they affect credit and production, but one of 
the most hopeful features of the whole program has been the setting up 
in thousands of rural communities of local committees of trusted citizens, 
who for the first time are taking an interest in the affairs of the commu- 
nity as such, and who through the debt conciliation committees and the 
allotment committees are exerting the influence which they always should 
have exerted. It is a phase which should be jealously encouraged for it is 
the first and most convincing indication of a return to democratic ways. 
I would indeed consider myself most fortunate were I assured of the 
sympathetic cooperation of the strong men in whatever locality I might 
be loaning money or operating farms. The development of these local 
committees points along that way. There could be no healthier develop- 
ment. 

If I were to arrange my rambling comments in logical order, I believe 
that they would follow some such continuity as this. 

First, I am not in agreement with Dr. Young that the agricultural debacle 
was peculiarly a credit crisis. The withdrawal of credit from agriculture 
was the result not the cause of the debacle. 

Second, the cause of this credit crisis was the fact that farmers were 
unable to sell their production at a price which enabled them to pay their 
operating expenses and overhead charges. They do not differ greatly from 
other institutions in that regard, although the period of unprofitable pro- 
duction was far longer than in industry and commerce. Until adjustments 
are made, it is hopeless to believe that changes in mortgage terms and 
policies will be of much help. We might cancel the entire mortgage debt, 
but unless the necessary adjustments are made in production and com- 
modity prices time will bring about a recurrence of the same situation. 

Third, steps must be taken which will enable both debtors and creditors 
to know on the one hand their ability to pay and on the other the true 
productive capabilities of the land to be mortgaged; that is, briefly, a 
more effective, intelligent and logical appraisal system. The Land Banks 
have gone a long way on this, but the subject must be explored more fully 
and, perhaps just as important as that, the major creditor elements must 
have a common point of view in regard thereto. 

Fourth, mortgage contracts must be reshaped and adjusted to conform 
with a radically changed national situation. The subject is entirely too 
large for review here, but I have already indicated the main points. I am 
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a believer in the effectiveness of private capital within certain limitations 
already mentioned in the extension of both short and long term credit to 
agriculture. I speak primarily of insurance companies because I know the 
energizing effects of insurance contracts based on certain earning powers, 
While there is a danger theoretically that in times of short supply of 
capital interest rates might become extortionate, competition will regulate 
that to a marked extent. It may be that Government funds will provide 
that supply of credit when private funds are not available and to that 
extent at least Government funds may be desirable. 

Fifth, it is obvious that trustee institutions cannot and should not 
attempt to compete with Government funds. Dr. Young has pointed out 
most effectively the dangers in that situation. The taxing power must 
have its effect on the human beings who necessarily must administer any 
governmental enterprise and there is, of course, always the political in- 
fluence which is brought to bear in Government dominated corporations. 

We are moving slowing and perhaps none too surely toward a general 
national land utilization program. We have already established the agen- 
cies by which such a program once intelligently formulated could be made 
effective. The organizations of farmers, not only their well known national 
groups, but the small local groups through the various local committees 
already set up under the Farm Credit Administration and the Agricultural 
Adjustment Administration might well be a powerful factor in cooperating 
with the Department of Agriculture and the Land Grant Colleges, and 
back of all of these stand the powerful credit agencies, of whom the Farm 
Credit Administration and the large private institutional creditors are 
examples. 


It has been difficult really to criticise Dr. Young’s paper. I feel that I 
have simply expressed the same ideas from a different point of view. 
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THE SHORT TERM FARM CREDIT SITUATION 
IN THE UNITED STATES! 


E. C. Jounson 


Propuction Crepit CorporaTION or St. 


The present situation of short term farm credit varies greatly 
in different sections of the country but in this discussion no 
attempt will be made to point out the conditions in specific areas. 
Instead emphasis will be placed upon certain developments which 
are of general importance. 

The most significant of recent developments relating to short 
term credit for agriculture has been the establishment of a 
permanent system of short term production credit under the 
Farm Credit Administration. The agricultural credits act passed 
in 1923 resulted in the establishment of twelve federal interme- 
diate credit banks but no provision was made at that time for 
organizing discount agencies to make the facilities of these 
banks available to the farmer. Private capital has been slow in 
establishing discount agencies. It is true that local banks, cooper- 
ative marketing associations and individuals have established 
agricultural credit corporations to make production loans to 
farmers using the discount facilities of the federal intermediate 
credit banks, but the number established has been inadequate to 
serve all agricultural communities and many corporations have 
failed to provide efficient credit service. This weak link in the 
agricultural credit system was remedied by passage of the Farm 
Credit Act of 1933 which provided for the establishment of pro- 
duction credit associations to make production loans to farmers. 

Under the provisions of the farm credit act of 1933, the Farm 
Credit Administration organized twelve production credit corpo- 
rations, one in each district of the Farm Credit Administration. 
The capital of these corporations was provided by the United 
States Government. Their primary function is to organize, 
fnance and supervise production credit associations which are 
local cooperative credit associations of farmers organized under 
federal charter to provide short term credit to farmers for pro- 
duction purposes. About 650 production credit associations were 
organized. The number has been reduced to about 600 by consol- 
idations but all the territory of the United States is now included 


1 This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 
Association, Chicago, December 27, 1934. 
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in the territory of the associations. Therefore all farmers have 
these credit facilities available and can obtain loans for produc- 
tion purposes by meeting the requirements of associations. 
Farmer borrowers contribute to the capital stock of produc- 
tion credit associations because they are required to own, at the 
time the loan is made, B stock in the association in an amount 
equal in fair book value to $5 for every $100 of loan or fraction 
thereof. While in time farmers may hold all the stock, the initial 
capital was provided by production credit corporations through 
subscriptions of Class A stock in production credit associations, 
On November 30, 1934 the total subscribed capital stock of the 
twelve production credit corporations was $110,000,000 and 
these corporations held $88,115,025 in Class A stock of produc- 
tion credit associations. In other words, the United States had 
provided $110,000,000 in capital to assist farmers in establishing 
a new short term credit system. The capital of production credit 
associations is invested in Federal Farm Loan Bonds or United 
States Government Bonds which are pledged as additional collat- 
eral for the farmers’ notes discounted with the Federal Interme- 
diate Credit Bank. The Class A stock paid in must equal at least 
20 per cent of the loans of the association. 

Production credit associations may make loans to individuals, 
partnerships or corporations engaged in farming. The loans 
must be for agricultural production and, under present rules, 
loans may be made for practically any purpose for which farmers 
may need short term credit in production operations on the farm. 
From the time of organization to November 30, 1934, production 
credit associations had closed 119,323 loans totaling $81,911,839. 
These loans include crop loans, feeder loans, dairy loans, poultry 
loans and general purpose loans. While the total volume is not 
as great as may have been expected, the loans of the associations 
during the first year of operation have been of great aid to farm- 
ers and the prospects are for a marked increase in loans by 
associations next year. 

The maturity of loans depends largely upon the purpose of the 
loan but generally no notes are taken for maturities over twelve 
months. Consideration is given to renewals, however, if the bor- 
rower has tried to reduce his debts, maintained adequate security 
and acted in good faith with his association. Practically all loans 
are made on a secured basis, the borrower giving as security a 
chattel mortgage on livestock, equipment or crops. The interest 
rate on the first loans made by associations was 6 per cent but 
this was reduced to 51% per cent in March, 1934 and to 5 per cent 
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in May, 1934. The latter rate prevails at the present time. Pro- 
duction credit associations may not make individual loans for 
less than $50 nor greater than 20 per cent of the paid-in capital 
and guaranty funds unless secured by collateral approved by 
the Production Credit Corporation, in which case it shall not 
exceed 50 per cent of the paid-in capital and guaranty fund. 
Loans in excess of the 50 per cent limit can be made only if 
approved by the Production Credit Corporation and the Federal 
Intermediate Credit Bank of the district and by the Production 
Credit Commissioner. 

An evaluation of the production credit associations as agencies 
to provide short term credit to farmers must give consideration 
to the adequacy of the credit supply and the cost of the credit to 
the borrower. Turning first to adequacy of the credit supply, it 
can now be stated that all farmers who can give acceptable collat- 
eral and who have satisfactory credit ratings can obtain short 
term loans for operating their farms. Many agricultural commu- 
nities have no surplus funds available locally to farmers or may 
have no banks to make local funds available to farmers needing 
credit. However, the establishment of the production credit sys- 
tem has broken down the isolation of agricultural communities 
from loanable funds available at large and, through his produc- 
tion credit association, the farmer now has access to the capital 
markets of the nation and can obtain the capital he needs for pro- 
duction on the farm. The funds advanced by federal intermediate 
credit banks to production credit associations in discounting 
farmers’ notes are obtained by the sale of debentures to the in- 
vesting public. These debentures are secured by the farmers’ 
notes usually supported by chattel mortgages on livestock, equip- 
ment and crops, which are deposited with the farm loan regis- 
trar; in addition the capital of production credit associations and 
finally by the capital and surplus of the twelve federal interme- 
diate credit banks. Being well secured these debentures command 
a wide market and have been sold at low rates. As long as these 
debentures are desired by investors, there will be a free flow of 
funds from the surplus capital areas to farmers who need credit 
and can use such funds to advantage. It should be emphasized at 
this point, however, that the maintenance of a free flow of funds 
to adequately serve agricultural communities is dependent upon 
a sound loan policy by production credit associations, which will 
provide well secured liquid farm paper as security for the deben- 


tures and thus maintain the confidence of the investor in these 
securities. 
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Closely related to the adequacy of the supply of credit is the 
cost of credit to the borrower. The rate of interest on loans to 
farmers by production credit associations is dependent upon the 
discount rate of federal intermediate credit banks. The margin 
between the discount rate and the rate on loans under present 
rules cannot exceed 3 per cent, but at present the full spread of 
3 per cent per year is in general use. In other words, with the 
discount rate of 2 per cent, the borrower pays a rate of 5 per cent 
on loans. The low discount rate of 2 per cent now in force in the 
federal intermediate credit banks is explained by the strong de- 
mand for the debentures. While some increase in the rate may be 
anticipated when capital is attracted to a greater degree to pri- 
vate industry, it seems reasonable to assume that a compara- 
tively low discount rate will be maintained by the banks provid- 
ing a conservative and sound loaning policy is followed by pro- 
duction credit associations. An important factor which will affect 
the rate to farmers is the efficiency of the production credit asso- 
ciations. If associations can operate successfully on a margin of 
less than 3 per cent, the farmer could be given the benefit of a 
lower rate. However it is doubtful if associations can ever be 
expected to operate at a margin of less than 3 per cent if they are 
to build up a guaranty fund and eventually be in a position to 
pay dividends on the stock. 

The income of production credit associations consists of inter- 
est on loans and interest on securities in which the capital is in- 
vested. The inspection fees are collected to meet the cost of 
inspection service. The 3 per cent earnings on loans should, after 
a fair volume of loans is obtained, carry the operating expenses 
of an association which include officers’ salaries, clerical salaries, 
loan committee’s and directors’ fees, mileage, supplies and office 
expense. This leaves the earnings on securities as income to take 
care of losses on loans and to build up the guaranty fund for an 
association. Most production credit associations at present, be- 
cause of insufficient volume of loans, must use at least a fraction 
of the interest on securities to meet operating expenses. It is 
expected, however, that before another year passes most associa- 
tions will have loans in such amount that the interest on the loans 
from then on will take care of operating expenses. In some re- 
gions, particularly in areas where farms are small and where the 
loans average only two or three hundred dollars, it is doubtful if 
a spread of 3 per cent can produce the income necessary to equal 
operating expenses. 

The restrictions on margins on loans results in inflexibility and 


is 
Fe 
sp 
It 
d 
fa 
to 
im 
ot 
ev 
it 
d 
d 
in 
W! 
st 
m 
a 
be 
P 
a 
M 
t 
al 
a 
fo 
te 
lo 
cl 
T 
Pp 
n 
tl 
0 
a 
a 


Short Term Credit Situation 281 


is perhaps the greatest weakness in the production credit system. 
Federal intermediate credit banks are restricted to a 1 per cent 
spread between the interest on debentures and the discount rates. 
It is difficult for an intermediate credit bank to handle small pro- 
duction loans at a margin of 1 per cent, with a result that it must 
fall back on the earnings on invested capital by the Government 
to meet its expenses. Similarly many associations may find it 
impossible to handle crop loans, where loss ratios are high, and 
other small loans at a margin of 3 per cent. If the system is 
eventually to be self-supporting and placed on a permanent basis, 
it may be necessary to change the laws and rules to permit pro- 
duction credit corporations to adjust margins on loans by pro- 
duction credit associations to meet the varied conditions existing 
in agriculture. 

While the production credit system has its weaknesses, on the 
whole it is operating with increasing efficiency and has greatly 
strengthened the credit position of farmers. Loans are being 
made on the basis of a careful analysis of the problems of each 
applicant with emphasis on the use which will be made of the 
borrowed capital and the prospects for liquidation of the loan. 
Practices of production credit associations have been changed 
and associations can now give prompt service in closing loans. 
Many communities where farmers have been without short term 
credit facilities now have a dependable source of credit through 
the production credit associations. Furthermore, the associations 
are not deposit institutions subject to the demands of depositors 
and can carry farmers through periods of credit strain without 
forcing liquidation injurious to agriculture. 

Another development of considerable importance in the short- 
term credit field has been the strengthening of the position of 
local banks. From all parts of the country reports come of in- 
creased lending by local banks for farm operations. We note in- 
creasing confidence in banks in most agricultural communities. 
The insurance of deposits by the Federal Deposit Insurance Cor- 
poration and the feeling on the part of many people that eco- 
nomic conditions are improving has resulted in a gradual in- 
crease in deposits of local banks and consequently an increase in 
the community’s loan fund. Furthermore, the increase in prices 
of farm products has resulted in improvement in farm returns 
and a willingness on the part of bankers to again lend funds for 
agricultural production. 

While there has been an increase during the last year in the 
volume of short term loans to farmers by local banks, it is evi- 
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dent that banks are endeavoring to follow a loan policy which 
will maintain them in a liquid position. Banks are discriminating 
carefully between borrowers and are making loans as a rule only 
to farmers who can classify among the better credit risks. The 
loans tend to be confined to financing of current operations where 
liquidation of the loans is possible within a period of only a few 
months. Very few loans are made by local banks to refinance 
existing indebtedness unless held by the bank itself. Ninety day 
maturities are common and a few notes of longer maturity are 
taken but usually not exceeding six months. Rates of interest on 
short term loans to farmers by banks are lower in most parts of 
the country than a year ago. In the northeastern states and the 
corn belt, 5 and 6 per cent are common rates; in northwestern 
and western states, 7 and 8 per cent prevails; and in southern 
states, 8 and 10 per cent and in some communities, even higher 
rates are charged. As security for short term loans, local banks 
are generally requiring a chattel mortgage on livestock, equip- 
ment or crops, but in many communities farmers who can show a 
strong financial statement may obtain short term credit by giving 
only an unsecured note. 

Commercial banks, if they are to maintain a sound position, 
must have a loan policy which conforms to the demand deposit 
liability. The loans which create and support demand deposits 
should be sufficiently liquid to enable banks to meet these demand 
obligations. Therefore it seems likely that for some time at least 
commercial banks in agricultural regions will limit their short 
term loans to farmers to a class of paper where liquidation ina 
short period is reasonably certain. This position of local banks 
is supplemented by production credit associations which have no 
deposit liabilities and can take paper of longer term. As a matter 
of fact a complementary relationship also exists between local 
banks and production credit associations. In case a bank is faced 
with abnormally large withdrawals of funds by depositors, loans 
to farmers if properly secured may be refinanced through pro- 
duction credit associations and cash obtained for meeting de- 
mands of depositors. As the economic conditions of farmers 
improve, it is to be expected that deposits in country banks will 
increase and the banks placed in a more favorable position to 
finance farmers needing credit. Also under more normal condi- 
tions, a comparatively large part of the deposits of country banks 
are in the nature of time deposits, thus enabling banks to make 
general loans of intermediate term to finance the purchase of 
livestock and equipment. 
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Farmers are still obtaining a great deal of short term credit 
from merchants. As is well known such credit is expensive. 
Merchants selling supplies to farmers on credit must charge 
higher prices to cover collection expenses and losses from bad 
debts which means that the farmer who pays his bills promptly 
is in reality paying a high price for the credit obtained from 
merchants. It is encouraging to note, however, that in many sec- 
tions of the country there is a shift away from merchant credit. 
Many loans by production credit associations and banks are for 
the purpose of enabling farmers to pay cash for supplies and get 
the benefit of lower prices. This development should be encour- 
aged. Production credit associations and local banks will perform 
a valuable service for farmers by calling attention to the exces- 
sive costs of merchant credit and encouraging farmers to obtain 
funds from credit institutions for the purpose of paying cash for 
supplies. 

A general discussion of short term farm credit would be incom- 
plete without a brief reference to emergency lending agencies. 
The 12 regional agricultural credit corporations and branches, 
which were established in 1932 under the emergency relief and 
re-construction act are now in liquidation and are making no new 
loans. The peak of loans by regional agricultural credit corpora- 
tions totaling $158,394,374 was reached in August, 1933. On Octo- 
ber 31, 1934, the net amount of regional agricultural credit corpo- 
ration loans outstanding was $96,914,489. An orderly program of 
liquidation of regional loans is in progress and many of the loans 
are being refinanced by production credit associations and local 
banks, but some loans cannot be refinanced by other agencies 
under present conditions and must be carried by the regional 
agricultural credit corporations. Emergency crop loans have been 
made by the government for several years and early in 1934 Con- 
gress again made available another fund totaling $40,000,000 for 
emergency crop loans to farmers who could not obtain credit from 
other sources. These loans have been made with a rate of interest 
of 514 per cent and a first mortgage on crops as security. The 
maximum loaned to any one farmer was $250. Most of these loans 
have been made in the southern cotton states and the northwest. 
Emergency crop loans made during the period 1921-1934 and out- 
standing September 30, 1934, totaled $90,550,818 and of this 
amount $28,643,475 was in nine cotton states and $34,124,043 in 
the three states of South Dakota, North Dakota and Montana. 
When the drought in many states resulted in a serious situation 
due to crop failure and feed shortage, Congress passed an act 
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approved June 19, 1934, which made $525,000,000 available for 
relief in the stricken areas. These funds which are allocated by 
the President are to remain available until June 30, 1935. A sub- 
stantial part of these funds have been used for loans to farmers 
in the drought areas for the purchase of feed and growing of 
forage crops. The loans are restricted to farmers who have no 
other source of credit and provide for a maximum allowance per 
month per head of livestock. The rate of interest on emergency 
feed loans is 514 per cent. The borrower’s unsecured note is 
taken but if the livestock is encumbered the lienholder must sign 
a non-disturbance agreement. 

We have in this country a large class of farmers who are so 
heavily involved financially or who have such limited resources 
that they cannot obtain credit from local banks or production 
credit associations. To a great extent this is the class of farmers 
who have obtained aid by emergency crop and feed loans. The 
serious drouth which this year extended over most of the middle 
west, the southwest and the great plains area has increased the 
number of farmers dependent upon emergency borrowing and 
there will be a great demand for emergency financing in these 
areas in the spring of 1935. While emergency financing by the 
Government is justified to assist farmers who are temporarily in 
a position of distress due to crop failure or abnormal economic 
conditions, one may question the wisdom of extending emergency 
credit year after year to farmers in some agricultural areas. The 
need for such financing year after year suggests that the agricul- 
ture of the region needs reorganization or perhaps that the land 
should not be in cultivation for crop production. In such regions, 
collections are practically out of the question and emergency 
loans may become essentially advances for relief. Therefore such 
advances probably should be made as relief and not as loans 
which increase the debts of farmers already insolvent or prac- 
tically so, and major attention given to the problem of rehabilita- 
tion of the farm families. This may involve moving families into 
better agricultural areas or into industries which again presents 
social problems of such consequence that they cannot even be 
referred to in this brief discussion. 

One of the great problems confronting agriculture today is that 
of reducing the burden of debt. This fact is recognized by the 
rank and file of the farmers. True, there are present in any class 
of people those individuals who never give serious consideration 
to repaying of debts and therefore are likely to obtain by credit 
any funds possible, but the better class of farmers today seem 
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to think twice before they borrow money. In other words, most 
farmers are giving serious thought to the problem of whether or 
not they can use borrowed funds productively and thereby be ina 
position to repay the obligation when due. Unless the funds can 
be used to advantage they do not care to borrow. The exception 
to this attitude is found among the farmers in severe distress 
areas and regions where farm debts are extremely large. There 
an attitude of unwillingness to seriously recognize financial obli- 
gations may prevail along with a refusal to sacrifice in order to 
meet such obligations. 

Farmers, who are cautious about borrowing unless the funds 
can be used productively, are encouraged in their attitude by the 
practice which is followed by production credit associations and, 
to an increasing extent, by local banks of analyzing the farmers’ 
business carefully before granting a loan. A conservative loan 
policy on the part of these agencies, which is based upon an inves- 
tigation of the use to be made of the funds and the prospects for 
repayment of the loan when due, will do much to improve agricul- 
ture. In former years liberal credit, granted without proper 
analysis, resulted in uneconomic use of the resources of many 
farmers and failure for many. A conservative loan policy based 
upon an understanding of the agricultural possibilities of the 
region and an understanding of the problems of the individual 
farmers should tend to improve conditions for many farmers and 
result in a more stable agriculture. 


Discussion By Woop NretrHERLAND 


MERCANTILE CoMMERCE BANK AND Trust Company, Sr. Louis 


Since the most recent development affecting the supply of short term 
credit for agriculture in the United States is represented by the production 
credit corporations and their subsidiaries, the production credit associa- 
tions, acting in conjunction with the federal intermediate credit banks; 
and since this system is now the dominating influence in its field, this 
short commentary on Dr. Johnson’s paper relates largely to the status of 
short-term farm credit as affected by these organizations. 

While the general structural form of the production credit association 
does not represent a new idea in principle, the exigencies of the times 
undoubtedly brought it into being on a wide scale at an earlier date than 
would have been probable under normal conditions, if at all. 

The reputation for the efficient manner in which this system has been 
initiated, will not be injured in the least by a discussion of some of the 
hazards of short term farm credit. These hazards are probably already 
recognized by those who are most interested in its administration. Move- 
ments of such magnitude and importance do not spring forth in a perfect 
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state but must be refined and altered as experience and circumstance 
point out the wisdom of change. 

It should be recognized that these corporations are dealing exclusively 
with a clientele, the members of which are now and have been operating 
for most of the last twenty years, at an economic disadvantage. It is not 
within the province of this commentary to lament the prolonged disparity 
that has existed between the prices which the farmer has received for the 
things he has had to sell, and the prices he has had to pay for the things 
he has had to buy, but it is very pertinent to point out that any credit 
institution which deals exclusively with such a group, of whatever voca- 
tion, has a far more difficult problem than a credit institution which is in 
a position to diversify the character of its risks. Moreover, it is not too 
much to say that no credit system, public, private, or co-operative, can 
make an outstanding success of handling short term farm credit at low 
interest rates for any considerable length of time, without some sort of 
subsidy, until the farmer’s dollar has been restored to, and maintained at, 
par. Those charged with the operation of this system have a most difficult 
task to perform in order that the cost of this subsidy be kept at a mini- 
mum until such time as the system becomes self-supporting, particularly 
in view of the pressing need of the public treasury at the present time. 

It would have been most fortunate if this system for short term credit 
could have been launched at a time when emergency loans were not the 
order of the day, for, notwithstanding the earnest efforts put forth to 
educate the general public along proper lines, we need not lull ourselves 
into the conviction that these obligations are regarded in the same cate- 
gory as private debts by all who avail themselves of this service. Granting 
that by far the large majority of borrowers have a wholesome respect for 
their commitments, it is that small minority which takes advantage of a 
tolerant administration to prolong the task of those in charge as they try 
to bring the system to a self-supporting basis. 

As pointed out by Dr. Johnson, private capital has been slow to estab- 
lish discount agencies since the intermediate credit banks were organized 
in 1923, largely because stock ownership in such agencies proved to be 
unprofitable. It is therefore a bit difficult for me to see how the fact that 
this stock will be held by borrowers eventually can materially change an 
experience which actually has been proved unsatisfactory. 

Prior to the establishment of the production credit association as we 
now have it, many agricultural credit corporations were operating on 
substantially the same principle; that is to say, there were many corpora- 
tions in which borrowers were required to take stock in prescribed ratios 
when obtaining loans. It is a significant fact that these corporations, for 
the most part, were less successful than those that were “privately owned,” 
for in the latter, the parties at interest did not occupy the dual position 
of stockholder and debtor. The situation above referred to is not peculiar 
to agricultural credit nor unlike that which existed in many commercial 
banks wherein stockholder borrowers used their power and influence as 
stockholders to force indulgence on the management in the matter of 
loans to the detriment and ofttimes destruction of the institution. 

Out of this experience both in private and in co-operative credit ven- 
tures, one is not yet ready to say that the stock ownership of a credit 
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institution should be vested in those who borrow from it. Little elabora- 
tion is necessary to understand the full implication of such a statement. 
It is sufficient to point out that the management of such an institution in 
addition to the struggle with adverse economic forces, is often restrained 
from pursuing sound credit policies by borrowers who are likewise owners, 
and are thus in a position to force more lenient administration. 

Your particular attention is directed to the discussion by Dr. Johnson 
of the subject of discount rates. His discussion is so complete as to neces- 
sitate little amplification. Taking for granted that all other features of 
the setup are satisfactory, the ultimate success of the system will depend 
on whether or not the margin of profit is sufficient to pay expenses, 
accumulate reserves, and provide a reasonable return on the investment. 
Interest rates, after all, have a way of adjusting themselves to a basis 
commensurate with the risk involved, and if the return is not sufficient, 
the supply of available credit will eventually cease. Nor can this funda- 
mental fact be changed for any considerable length of time by government 
fiat, even with the support of unanimous public opinion. 

On this question of interest rates, so-called one cent foreclosure sales, 
state moratorio, the Frazier-Lemke bill and all such movements designed 
to give relief to hard pressed debtors operate inevitably to increase cost 
of farm credit, as a matter of fact drive many private sources of credit 
entirely from the field. This is not to debate the social necessity of such 
measures, but suggests that temporary expedients after all may often 
prove too costly in the long run. 

In commercial and industrial credit, it has been found that if an ade- 
quate supply of credit is to be available to the small borrower, or if undue 
risks are to be assumed, the revenue therefrom must be in keeping with 
these factors. Whatever may be our views as to the social aspect of the 
high cost on small loans, the public has recognized the practical necessity 
of such costs as evidenced by state laws permitting such practices. It goes 
without saying that the recognition of this situation does not at the same 
time condone unconscionable practices such as were once inherent with 
respect to merchant credit, as mentioned by Dr. Johnson. These practices 
too, eventually ran up against the law of diminishing returns and proved 
to be a boomerang in many sections of the country. 

Careful consideration, therefore, should be given to Dr. Johnson’s 
suggestion that there be permitted a greater degree of flexibility with 
respect to the charges made both by the production credit associations 
and the intermediate credit banks, for as he points out, if the system is to 
be eventually self-supporting, each transaction should at least pay its 
own way. 

Now let us turn to Dr. Johnson’s statement: “ the establishment 
of the production credit system has broken down the isolation of agricul- 
tural communities from loanable funds available at large, and through 
his production credit association the farmer now has access to the capital 
markets of the nation and can obtain the capital he needs for production 
on the farm.” 

This, perhaps, is the outstanding accomplishment of the system to date. 
The country bank situation for the past few years is too well known to 
take the time for discussion. How the production credit association and 
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the agricultural credit corporation stepped into the breach and provided 
short term farm credit during the emergency when all other sources had 
dried up, is a matter of history. This record alone is sufficient to have 
justified their existence whatever may lie ahead. There is no romance of 
modern business more interesting than the performance of these institu- 
tions during those critical times. 

Serious consideration, however, should be given to the question as to 
whether or not the local country bank and the production credit corpora- 
tion should permanently exist side by side where the needs of a given 
community can be adequately supplied by one or the other. In such a 
situation, competition for loans is bound to thrive, thus bringing about 
a similar unhealthy situation which was no small contributing factor to 
unsound credit practices of country banks in the past. Moreover, it is 
quite obvious that the overhead cost of more credit organizations than 
are necessary, must eventually be reflected in increased cost to the 
farmer or to the taxpayer. It would therefore seem quite the part of 
wisdom to explore the possibility of some new and improved form ot 
relationship between banks in rural communities and the Federal Inter- 
mediate Credit Banks. It is my conviction that if appropriate legislation 
can be enacted at the proper point in the recovery program permitting 
country bank to allocate a certain portion of its capital structure to the 
support of a department engaged exclusively in the business of granting 
production credit, and segregating such operations from the usual category 
of unlimited liability, a great forward step will have been made, toward a 
solution of the problem of short term farm credit and the country bank 
situation as well. 

In this commentary I have so far eliminated reference to the emergency 
or so-called feed and seed loans, largely for lack of any fixed idea as to 
their value. Certainly they possess few attributes of sound credit, have 
a very disturbing effect on credit practices as a whole and on government- 
sponsored institutions in particular. They furnish a very fertile field for 
political intrigue which is one of the greatest handicaps with which to 
cope in an effort to serve in a public trust conscientiously, honestly, and 
efficiently. Such loans may have served a useful purpose. Let us hope 
they have; but should both the economic and political situations reach a 
point where they could be dispensed with, it would be a consummation 
devoutly to be wished. 

My instructions from Dr. Myers read as follows: “It is expected that 
after you have seen Dr. Johnson’s paper you will discuss those points 
in Dr. Johnson’s paper with which you are not in agreement, and that you 
will supplement his paper with additional information you feel should be 
presented.” I have endeavored to do just that. I have refrained from 
commenting on the many splendid features of the production credit set 
up, but have attempted to foresee some of its difficulties. If country banks 
have failed to provide ample short term credit at any time in the past, 
most of the deficiency, in my judgment, may be charged to the economic 
handicap under which our farmers labored rather than to lack of inclina- 
tion or effort on the part of country banks themselves. It is too early to 
say that the production credit association will do the job better. 

Accepting at face value the statement of the President that the Govern- 
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ment will retire from business as soon as private industry can take over 
the job, certainly if rural communities are to enjoy banking facilities in 
the future, it would seem the part of wisdom to orient our commercial 
banking structure so as to have the rural banks perform this important 
function of our rural life. It is both logical and economical. It is my feel- 
ing that they will fully measure up to their responsibilities when Agri- 
culture has been restored to its rightful position in the economic scale. 


| 
r 
0 
d 
e 
a 
n 
it 
u 
ye 
at, 
t, 
ic 
LO 


FARM DEBT ADJUSTMENTS! 
H. C. M. Case? 


UNIVERSITY OF ILLINOIS 


Voluntary farm debt conciliation activity as a nation-wide pro- 
gram had its beginning in October, 1933, when a telegram was 
addressed to the governors of the several states by the Governor 
of the Farm Credit Administration, suggesting that in each state 
a committee be constituted by the Governor to give attention to 
the conciliation of distressed farm debts. As an aid in promoting 
constructive plans of action letters were immediately sent to 
agricultural extension directors, state and national officers of the 
American Farm Bureau Association, masters of state Granges, 
and other agricultural leaders as a means of securing wide sup- 
port for the voluntary program of farm debt adjustment. Inquiry 
from the state governors made it necessary to offer suggestions 
for the organization of the work and to establish policies for its 
guidance. The responsibility for this activity, however, was 
accepted by the governors of the several states. 

Objectives of the project. The central objective of the volun- 
tary farm debt adjustment work as sponsored by the Farm 
Credit Administration was to secure in distressed farm debt 
cases as large a measure as possible of social and economic jus- 
tice for both the farm debtor and his creditors. This did not mean 
protecting the debtor who has used the depression as an excuse 
for sharp practice, neither did it mean the scaling down of any 
reasonable indebtedness, nor did it deny the right of the cred- 
itors to the debt due them. However, it did bring into question the 
social right of creditors to demand full pay or to take over mort- 
gaged property at a time when the debtor’s inability to pay was 
due to price and climatic conditions beyond his control. 

Methods of Organization. Through correspondence, mimeo- 
graphed suggestions, and conferences, assistance was given to 
the several states in the selection of state committees, variously 
called state agricultural conciliation committees, state farm debt 
adjustment committees, or agricultural advisory committees. 
Representatives of the Farm Bureau, the Grange, Farmer’s 
Union, other agricultural organizations, the state agricultural 


1 This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 
Association, Chicago, December 27, 1934 


2In charge of Farm Debt Adjustment Project for the Farm Credit Administration, October, 
1933, to September, 1934. 
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colleges, the agricultural press, state departments of agriculture, 
insurance companies, banks, mortgage companies, and inde- 
pendent farmers, indicate the interests of men found on most of 
the state committees. Usually these state committees accepted 
the responsibility of recommending to their respective governors 
suitable personnel for county committees, commonly of five mem- 
bers for each county, to be appointed by the Governor. State com- 
mittees have been active in providing information and guidance 
to facilitate the uniform handling of debt cases, and in serving 
as a contact between county committees and the Farm Credit 
Administration or creditor interests. 

As a result of the organization work, 44 states now have a 
state organization dealing with the farm debt problem. All but 
four states are following the uniform plan. There are now about 
2,600 county farm debt adjustment committees organized out of a 
total of about 3,000 agricultural counties in the United States. 
As these committees view their task it is to settle out of court 
those debt difficulties for which neither the farm debtor nor his 
ereditors are responsible, difficulties resulting from the price 
situation over which the individual has no control, except as he 
cooperates with his fellowmen on a nation-wide scale. After 
having met many of these committees I know a remarkably good 
job has been done in most instances in selecting men who com- 
mand the good will and confidence of both the debtor and the 
creditor group. Generally they are men who have established 
by their own actions a reputation for being fair-minded and of 
judicial temperament, who want to know the facts, and who will 
reach unbiased conclusions. They are men who are willing to 
give unselfishly of their time for the good of their fellowmen and 
their own community. Nationally it is a fine thing to call forth 
and develop in every community of the country the social spirit 
required to accomplish, on a voluntary basis, the service which 
many committees have already rendered in rehabilitating worthy 
farm debtors. Although these committees have no legal status, it 
is a tribute to the members of hundreds of them that they have 
been able to bring about acceptable settlements between thou- 
sands of farm debtors and their creditors because of the fair atti- 
tude taken in suggesting the settlement of distressed debt cases. 

The Problem. Foreclosure action and debtor complaints indi- 
cated the severity of the farm debt situation. The difficulties be- 
came more apparent, however, when the federal land banks made 
thousands of commitments for federal land bank and commis- 
sioner’s loans where the maximum the bank could loan was insuf- 
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ficient to meet the debtors’ obligations. In establishing the basis 
for a farm debt adjustment program, therefore, it was important 
that no misconceptions exist regarding either the extent of farm 
indebtedness or the rights and conditions of both the debtor and 
creditor groups. 

Approximately half of the farmers of this nation who own 
their homes have no mortgage indebtedness. More than two- 
thirds of the mortgaged farms have an indebtedness that would 
not be burdensome with a return to the pre-war price level for 
farm products and comparable costs of production. For this ma- 
jority of all farmers it is imperative that the past credit reputa- 
tion of agriculture be maintained. There are on the other hand, 
however, many farms carrying an indebtedness that would be 
considered burdensome even with a return to the pre-war price 
level. The burden to both the individual and the community in 
many instances arises from the fact that owing to the several 
years of deep depression there has been an accumulation of un- 
paid taxes, interest, principal payments, notes, and open accounts 
which would normally have been paid off currently from the in- 
come of the farm. This type of indebtedness cannot be paid off 
as promptly as creditors would like, and all too frequently ill- 
considered action on the part of any one of several creditors may 
plunge a worthy debtor into the courts at a time when he is help- 
less to protect his financial interests. Nor should we overlook the 
fact that some creditors need money quite as badly as their 
debtors. There are numerous cases growing out of all kinds of 
situations that have no satisfactory solution in the minds of 
either honorable debtors or fair-minded creditors. It seems clear, 
however, that if the legal rights of the creditors were exercised in 
all delinquent debt cases it would have a demoralizing effect on 
land values, on the morale of the debtors, and community values. 
The problem is to determine what is the best solution, on the 
basis of the conditions pertaining to each separate debt case. 

A few facts make clear how the situation has developed. While 
the prices of farm crops rose to about 2.3 times as high in 1919 
as they were from 1905 to 1914, farm-mortgage debt and taxes 
increased in proportion and land values rose to 1.6 times pre-war 
average for the nation as a whole. The trouble, however, de- 
veloped when crop prices not only receded from the 1919 level, 
but in 1931 actually fell below the pre-war level. The mortgage 
debt continued to rise to nearly three times the 1910 debt and 
would have exceeded that amount except for farm foreclosures 
and the voluntary deeding of property to mortgage creditors. 
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It is only recently that taxes have been reduced, while land 
prices have fallen below pre-war levels, destroying the equity of 
many capable farmers who were innocent victims of the worst 
depression since the investment in farm property has become 
large. Our sympathy for the debtor, however, must not keep us 
from seeing the entire problem. 

We must not be unmindful of the creditor interests. Distressed 
farm mortgages represent savings invested in life insurance poli- 
cies, bonds, and bank accounts, while junior liens and unsecured 
debts represent credit and service extended to farmers by the 
local merchant, the doctor, and frequently other friends whose 
resources have been depleted because they rendered services for 
which the farmer has been unable to pay. Additional credit ex- 
tended by local unsecured creditors frequently made possible the 
payment of interest on mortgage indebtedness which otherwise 
would have gone unpaid. In fact, in summing up creditor and 
debtor relationships, one might almost say that in so far as you 
and I are owners of mortgaged real estate on the one hand and 
have insurance policies, bonds and bank deposits on the other 
hand, we as debtors are our own creditors. At least, in simple 
terms, any community group should be creditor-minded as well 
as debtor-minded. 

A few acts of creditors that have made desirable the focusing 
of attention upon more equitable adjustment of farm debts, in- 
clude: the foreclosure action by a single company upon more 
than half of the foreclosed farms in some of the best corn-belt 
counties where heavy foreclosure action has taken place, the 
taking of more than 25 per cent of all foreclosure action in a 
single state by a single creditor institution when their loans in no 
wise represented such a proportion of all loans, the wholesale 
securing of deeds to property under threat of foreclosure action, 
and the foreclosure during the depths of the depression by cor- 
respondents of live insurance companies on second mortgages 
given as payment of commissions for making the farm loans. 
These are only samples of unwise practices which if followed by 
all creditors might have led to action akin to revolution and loss 
of faith by borrowers in private and corporate creditor agencies. 
It is the writer’s belief, however, that less than 10 per cent of the 
creditors deserve severe censure for their recent acts and it may 
be added that there have been many converts to a more liberal 
policy during the past year. If certain current practices are per- 
sisted in by a minority of creditor interests there may yet be 
justification for equitable Federal legislation which avoids the 
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weaknesses of the Frazier-Lemke amendment to the federal 
bankruptcy act but which will protect debtors from unscrupulous 
creditors and individuals willing to make personal gain through 
legal action against another who is in distress. It is not the pur- 
pose of this discussion to emphasize abuses to debtors but merely 
to call attention to conditions justifying organized effort in se- 
curing debt adjustment. 

The Frazier-Lemke amendment to the federal bankruptcy act 
probably owes its enactment largely to unfair practice on the 
part of a minority of creditors who have used sharp practice in 
dealing with worthy but delinquent borrowers. Objectionable 
creditor action, however, was so frequent as to make it probable 
that every member of Congress from our important agricultural 
sections knew of some reprehensible creditor actions in his own 
district. 

Now we turn in our thinking to the best type of distressed 
farm-mortgage debtor facing foreclosure or other court action, 
should his creditors exercise their legal rights. Frequently this 
debtor is one of the most capable farmers of his community. He 
may be in trouble because he was thrifty enough to have saved 
enough money five, ten, or fifteen years ago to make a substantial 
payment on the purchase of a farm. A large proportion of dis- 
tressed debt cases arise with men who are at the prime of life 
and should be serving as the substantial leaders of their com- 
munities. Taken as a group, probably four out of five of the dis- 
tressed debtors are capable farmers who will pay more to their 
creditors over a period of years than the average tenant farmers 
who might succeed them in the event their creditors resort to 
foreclosure. Furthermore, such debtors, if they remain as title 
holders of the property although under a heavy indebtedness, 
will do a better job of farming than would tenants. This is the 
general character of the situation that makes the entire program 
of voluntary farm-debt adjustment so fundamental to the future 
of the community and nation as well as to the parties to the debt. 

One might well inquire what would be the situation if the dis- 
tressed debtor loses title to his property. If foreclosure is taken 
by an institutional creditor it usually means burdening a farm 
with court costs covering foreclosure action and placing the farm 
under the supervision of a field force who will place a tenant 
upon it if it is not immediately sold. Past experience makes clear 
that an incoming tenant will not give the same care to the prop- 
erty that most title-holders will give and the creditors, in final 
analysis, whether they are beneficiaries of a life insurance policy, 
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bank depositors, or holders of bonds are not apt to receive as 
much in net income from that property as they would if it were 
left in the hands of the title holder. If prices improve this 
debtor, if honest, will stand as good a chance of paying off his 
indebtedness as will a new purchaser who may be permitted to 
pay down a ten or fifteen per cent payment on the purchase of the 
farm with the price set high enough to cover all legal costs and 
other expenses which the institutional creditor feels justified in 
adding to the cost of the original mortgage which has been fore- 
closed. Or, if the creditor considers securing title to a property 
and selling it for less than the full amount of the debt, there 
should be some means of leaving it in the hands of the debtor if 
he is an honorable, capable farmer who has already lost his 
equity represented in the purchase price of the property less the 
mortgage debt. 

A careful study of a distressed mortgaged farm situation may 
therefore lead many creditor interests, when properly guided, to 
decide that in many instances the present occupant of the farm 
may be the best person to continue in possession, operating it 
under a carefully prepared agreement between the debtor and all 
of his creditors. Experience indicates that the debtor and creditor 
interests both find it difficult to reach an agreement, and espe- 
cially is this true when several creditors are involved with the 
same property. Unfortunately, legal help frequently does not 
facilitate amiable settlement. This helps to set forth the need of 
some voluntary, unprejudiced, disinterested middle party who 
can serve in the capacity of a mediator in bringing together the 
debtor and his creditors to secure a fair settlement. The need for 
voluntary farm debt adjustment arises from the fact that no two 
farm debt situations are alike, and that every farm debt case 
must be handled on its merits. Farm debtors themselves no doubt 
would agree to this statement. An intermediary body may avoid 
hasty, ill-advised court actions on the part of over-anxious cred- 
itors. So often it is hasty action that brings on expensive court 
proceedings and the distress which accompanies such action. Nat- 
urally, the creditors must be the aggressors in protecting their 
interests. They should, however, weigh any action they propose 
to take against a particular debtor from the standpoint of what 
would be the result if all creditors took similar action against 
their debtors. This suggestion would not bar foreclosure action 
where justified, but it should be good reason for saving title to 
their homes for many worthy debtors who have been unable to 
keep current their financial obliations. 


| 


296 H. C. M. Case 


Some debtors cannot be saved, even under normal price condi- 
tions, when they have committed themselves unwisely or have in- 
dulged in unfair practice with their creditors. In the interest of 
social and economic justice for both the debtor and his creditors 
we want only fair treatment of the worthy debtor who is a 
capable farmer. While this may appear to be largely a ‘‘Golden 
Rule’’ approach to a serious debt situation, the Golden Rule an- 
swer is often the same as ‘‘intelligent selfishness’’ for the cred- 
itor who is unwilling to be guided by golden rule principles. It 
seems fair to point out that debt distress has in many instances 
arisen from the failure of the creditor as well as the debtor to 
properly appraise the debt-paying capacity of the farms under 
mortgage. The responsibility in such instances should be mu- 
tually accepted. 


The following are some of the ways in which county farm debt 
adjustment committees have functioned: 


(1) To give friendly, reliable information and counsel to both debtors and 
creditors. Too frequently a debtor broods over his difficulties instead of 
seeking effective relief, or if he seeks advice he too frequently is advised 
unwisely. 

To work out agreements enabling worthy farmers to remain on the farm, 
instead of losing hope and deeding the farm to the creditors. Creditors 
generally do not wish to take title to a debtor’s property, although a few 
use unfair coercion to get debtors to give up title. 

To aid in stopping unnecessary foreclosure, while recognizing that some 
foreclosures cannot be avoided in the best interests of all parties. 

To assist debtors and creditors to compose the debts in the form of a 
loan which the debtor has a reasonable chance of carrying. 

To suggest an extension agreement which will, in a sense, “freeze” the 
debts, pending further settlement, but require that the debtor pay cur- 
rently a reasonable amount such as a fair rental. Such an agreement may 
be the fairest solution of many distressed farmers’ problems and may in- 
sure the most effective operation of the farm until such time as the future 
level of prices may be more definitely known. 

To assist closed banks to make an equitable adjustment of farmers’ debts 
for the best interest of bank depositors and the indebted farmer. 

To guide debtors and creditors in taking the best court procedure when 
legal action appears to be the best solution. Few people are well in- 
formed, especially with regard to the provisions of the revised federal 
bankruptcy act which permits equitable adjustments without the debtor 
being adjudged a bankrupt. 


The farm debt adjustment committees if continued and given 
proper encouragement should be a potent force in rebuilding the 
needed morale with regard to both the financial responsibility of 
debtors and a liberal attitude on the part of creditors relative to 
enforcing legal claims at a time when so many debtors are help- 
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less. They should be an aid in maintaining the credit rating of the 
community. 

A debtor should be made to feel that if he fails through his own 
improvidence after a careful adjustment has been made through 
the efforts of the farm debt adjustment committee, the committee 
will afford him no further adjustment opportunity. In fact, the 
continuing influence of the local committee should be to keep 
before the individual debtor whom they have aided, his responsi- 
bility for meeting his personal financial obligations in an honor- 
able manner, and to encourage the development of a spirit in 
many debtors of wanting the right to pay their debts in so far as 
they have the ability. The success which has attended the federal 
program of farm refinancing and debt adjustment places a re- 
sponsibility on state and federal governments of building in 
debtors a strong moral regard for financial obligations. 

The voluntary farm debt adjustment program is intended to 
help capable farmers who are worthy debtors to retain title to 
their farms and homes on a basis which is equitable for their 
creditors as well as for themselves. 

For such debtors the plan may be said to be a two-point pro- 
gram: that is, to effect either a composition or an extension 
agreement. 

It is desirable, from the standpoint of a debtor who not only 
has a heavy mortgage indebtedness, but also an accumulation of 
minor debts, to effect a composition of all existing debts and to 
bring them under a single loan. This may be done with loans 
obtained from the Federal Land Bank, including the commis- 
sioner’s loan, or from an insurance company, a mortgage com- 
pany, or any other agency or individual willing to combine all of 
the existing indebtedness into a single debt. At the present time, 
there is little question but that the Federal Land Bank through 
a first mortgage loan and a commissioner’s loan will lend a 
larger amount on farm property than will any other agency. 
Frequently a marked ‘‘scaling down’’ of existing obligations will 
be required in order to bring all the debts down to a safe loan. 
Many creditors would prefer to get a part-cash settlement for 
these debts rather than to await the uncertainty of their full pay- 
ment at a little later date, especially is this true of minor cred- 
itors. Where the debtors and creditors agree that this is the best 
way out, a composition of all the debts in this way should be 
attempted. Many times the cost of foreclosure action if avoided 


and used to effect a voluntary settlement will do much to satisfy 
minor creditors. 
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Frequently creditors would prefer to accept suitable types of 
extension agreements rather than to scale down their indebted- 
ness. Extension agreements may not provide for final settlement 
but may provide for the debtor’s carrying on during the period 
of recovery until he is again able to assume his indebtedness and 
meet currently the payments called for in his mortgage. A not 
uncommon form of extension agreement is to carry on with the 
debtor if he is able to maintain his current interest payment 
although he is delinquent, or even to pay over annually a fair 
rental on the property. Creditors generally have not given 
enough attention to suitable extension agreements which will 
protect their own interests but which will give the worthy debtor 
an opportunity to rehabilitate himself. 

The real reason for emphasizing the adjustment of farm debts 
so the annual debt burden will be in accord with farm incomes is 
that it is doing a debtor no service to ask him to assume an 
indebtedness which will be impossible for him to carry. It clearly 
was not the intention of Congress that the federal land banks 
should relieve all debtors by lending them sufficient to pay off 
their creditors. The maximum loans made by the federal land 
banks usually represent as heavy a mortgage debt as a man has a 
reasonable chance of repaying. A most important point to ree- 
ognize is that if a farmer is forced to use every possible source of 
income to meet interest and operating expenses, he will be unable 
to maintain the productivity of his farm, he will not have a good 
standard of living for his family, and he will not be much aid in 
the plans for national recovery if he is not a normal buyer of 
goods and services. 

Summary of Accomplishments. The work of any one of hun- 
dreds of county farm debt adjustment committees would make an 
interesting account of constructive accomplishment. It is neces- 
sary to sit in hearings held by committees to fully appreciate the 
far-reaching results of their work. The typical committee is not, 
in any sense, pro-debtor in its attitude. Representatives of cred- 
itor interests have stated that the committees have secured a 
more favorable settlement for them in many instances than they 
would have been able to accomplish in cases where a number of 
creditors are involved. Not infrequently debtors are advised to 
submit to foreclosure action. 

Reference to the farm debt adjustment work in a few states 
will help show its scope. The project was organized in Ohio prior 
to its establishment at the instance of the Farm Credit Adminis- 
tration, and there it is reported that more than 4,000 farm debt 
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cases have been settled by committees. Likewise, in Illinois more 
than 3,000 farm debt cases have been reported settled by the com- 
mittees, involving an indebtedness in excess of 30 million dollars 
since the project was inaugurated about two years ago. At the 
present time the county committees are getting definite settle- 
ments on about a million dollars of debt each month in addition 
to those which are settled privately after securing some advice 
from the committees. While the organization in Wisconsin dif- 
fers in that a number of fieldmen are employed by the state to 
assist in the local adjustment of farm debts a recent report shows 
the actual settlement of 3,615 cases involving an indebtedness in 
excess of 26 million dollars. Kansas was one of the earliest states 
organized with the aid of the Farm Credit Administration, and 
while relatively little supervision has been given to the commit- 
tees, the report as of December 1, 1934 shows that the committees 
have settled 1,767 cases, and that the results had been so promis- 
ing that new plans were being developed to further the work of 
the committees. 

The Yakima County, Washington, committee has set the high 
mark of accomplishment with more than 600 settlements accom- 
plished up to the first of September, involving an indebtedness of 
more than two million dollars in a single county. In a number of 
states the farm debt adjustment organization was perfected too 
recently to permit an adequate statement of accomplishment. 

For the country as a whole it appears conservative to say that 
in excess of 30,000 farm homes have been saved through agree- 
ments which county committees have effected, involving an 
indebtedness in excess of 150 million dollars. Reports from state 
and county committees are incomplete, but sufficient reports have 
been received to afford a good basis for this conservative esti- 
mate. In addition to these settlements, it is generally agreed by 
those who have followed the work of county committees closely 
that as a second accomplishment they have been responsible for 
even a larger number of indirect settlements, where one or more 
members of the committee have given sound advice to the debtor 
or creditor which has led to a voluntary private settlement. 

A third accomplishment which was not designed as a part of 
the project was that of establishing good working relations be- 
tween the Federal Land Bank and the general public. The whole 
debt adjustment program has afforded an opportunity for a 
better understanding on the part of the committees and others 
of the functions of the Federal Land Bank. From the standpoint 
of the community perhaps the greatest accomplishment of the 
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committees has been that of enlisting the interest of leaders in the 
county in rendering assistance in the settlement of debt questions 
which would otherwise have become involved in court action to 
the detriment of both the debtor and his creditors as well as of 
the entire community. 

It appears that the reputation of the farm debt adjustment 
committees is such that every opportunity ought to be employed 
to develop permanent credit advisory committees. In addition to 
helping to handle distressed farm debt cases as they arise a 
responsible, non-partisan credit committee in any county can 
serve in many ways for the good of the community. Some of them 
are already serving in good capacity in rebuilding the credit 
morale of the community. They can serve as a good contact for 
the Farm Credit Administration and other creditor agencies 
with the local community, and in cooperation with the Agricul- 
tural Extension Service they should serve to help avoid some of 
the same type of debt difficulties which we have experienced in 
recent years. In closing, I wish to commend to the members of 
this Association a careful appraisal of the accomplishments of 
the farm debt adjustment work so that the beneficial results 


coming from it may be retained for the future good of agri- 
culture. 


Discussion By ALLEN 


UNIverSITY oF SASKATCHEWAN 


The excellent paper given by Dr. Case outlines the objectives of the 
program of voluntary farm debt adjustment, and tells what has been 
accomplished in the introductory and experimental period of operations. 
The magnitude of the undertaking is partially indicated in the matter- 
of-fact statement that some 2600 county farm debt adjustment commit- 
tees have been appointed. Bringing order and satisfaction out of chaos 
and distress is not the less difficult when attempted quickly on a nation- 
wide scale. That a great deal of success has attended these efforts is 
readily apparent, and that further beneficial results will be obtained is 
assured. 

Those unfortunate enough to live beyond the confines of the United 
States are not the most competent to appraise the results of this initial 
period of farm debt adjustment. Your closest northern neighbors, how- 
ever, are faced with many problems similar in character and not less in 
degree than your own, consequently the success attained by the Farm 
Credit Administration and allied agencies has more than academic inter- 
est for those developing the federal and provincial policies of the 
Dominion. 

The background responsible for Canadian developments in debt adjust- 
ment is substantially similar to that south of the international boundary 
as indicated by Dr. Case. The successive combinations of crop failures 
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and low prices have radically and rapidly changed the whole economic 
situation of Canadian prairie agriculture, and incidentally of all Canada. 
Previous to the current depression, the debt of prairie farmers was gener- 
ally high relative to the earning powers of the farm, and since it com- 
menced revenues have virtually disappeared over extensive areas increas- 
ing difficulties enormously. As this situation was known at first-hand by 
many members of provincial legislatures, much ‘of the time of recent 
assemblies has been spent dealing with the difficult problems of debt and 
relief. 

Debt in connection with farm real estate is the most frequent and the 
most serious obligation which farmers of the prairie provinces have to 
contend with, and amounts to from two-thirds to three-quarters of their 
total farm indebtedness. In this respect it constitutes a relatively greater 
problem than in the United States. Temporary legislation has been pro- 
gressively enacted during the past few years, in which careful attention 
has been directed to priority of claims and moratoria to prevent farmers 
losing their farms, as few could meet their obligations. 

The general picture of provisions and enactments passed in the prairie 
provinces, can be seen in the legislation of Saskatchewan in connection 
with debt adjustment. As early as 1914 difficulties had been of sufficient 
degree to warrant the passage of an act providing power of moratorium. 
In 1922, difficulties were again prominent, and a debt adjustment board 
was established. Following a conference of creditors, debtors, and repre- 
sentatives of farmers’ organizations, in 1925, the work of the Board was 
enlarged and district inspectors appointed. In 1926, it was thought advis- 
able to allow the power of moratorium obtained in 1914 to lapse. Recent 
legislative activities commenced in 1929, with an act providing for ad- 
justment of debts by agreement. The difficulties of the next two years 
were generally more acute, and in 1932 actions of creditors were re- 
stricted. In 1933 the power of moratorium was restored; a few regional 
offices of the Board were opened; and actions were further restricted— 
none being permitted creditors without the approval of the Debt Adjust- 
ment Commissioner. Further changes were made in the spring session 1934. 

In the recent fall session of the newly-elected provincial government a 
new set-up was ordered, but which is not yet in operation. This consists 
of a Central Debt Adjustment Board, with local tribunals in each of the 
judicial districts. In addition, the Government has been delegated powers 
of moratorium. Rulings of local tribunals will be subject to review by 
the Central Board, which in turn may be finally reviewed by the Govern- 
ment. The onus of applying for protection rests now on the debtor, but 
creditors must give the Debt Adjustment Board 30 days notice before 
proceedings can be taken. During this period it is the duty of the local 
tribunal to bring debtor and creditor together for amicable settlement. 
Where creditors prove unreasonable, an interim individual moratorium 
will be given preventing the creditors from taking action against the 
debtor. Should the debtor be unwilling to subscribe to the settlement 
deemed fair by the Board the creditor will be permitted to take the usual 
proceedings. 

Debt adjustment provisions have not been restricted to the provincial 
legislatures, for during the closing days of the spring session of the Ottawa 
House two bills were passed dealing with agricultural credit. The more 
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important of these was the farmers’ creditors arrangement act, 1934, to 
“facilitate compromises and arrangements between farmers and their 
creditors.” The other bill was the Canadian farm loan act amendment 
act, 1934. Under the farmers’ creditors arrangement act, farmers unable 
to meet their liabilities may propose to creditors a composition, extension 
of time, or scheme of arrangement of their affairs without going into bank- 
ruptcy. The Federal Minister of Finance is responsible for the adminis- 
tration of the act, which is effective through the chief administrator, who 
is located at Ottawa. Provincial Boards of Review have been appointed 
consisting of three commissioners, and under them official receivers have 
been appointed for each judicial district. Where the district official re- 
ceivers favor an adjustment or compromise, and fail to obtain the con- 
sent of the secured creditors, the case must be referred to the Provincial 
Board of Review, which, according to the act, has the powers necessary 
to dictate terms to the creditors. At present little can be reported con- 
cerning this act, as the first cases are now being heard by the Boards of 
Review. The judgments delivered at these hearings will largely determine 
the effectiveness of the district official receivers in securing agreements 
between creditors and debtors. 

At the present time there appears to be considerable uncertainty re- 
garding the exact legal rights of the provinces and of the Dominion to 
make adjustments in the indebtedness of farmers. The existence of two 
bodies which appear to have the same objectives is in itself confusing to 
the laymen. While there is a plethora of legal talent available for positions 
connected with these recent enactments, there appears to be a dearth of 
men desirable for these appointments who have a practical agricultural 
economic background, whereas in the United States this condition is not 
apparent. 

The schemes in Canada have yet to be tested, and considerable modifi- 
cation may be found necessary. The provisions made would probably be 
considered less voluntary than those discussed by Dr. Case for the re- 
public, although the objectives are similar. Settlement out of court is 
encouraged, as far as possible, and many adjustments have been made 
privately. There is, however, sufficient evidence to indicate the reluctance 
of the secured creditors to give consideration to other creditors. Equitable 
recognition of the services rendered by the unsecured creditors to the 
farmer, and indirectly to the secured creditors is as difficult a problem 
in Canada, as elsewhere, but attempts are being made to see that some 
consideration for the unsecured creditors is forthcoming. 


Discussion By BEsTor 


PRUDENTIAL INSURANCE COMPANY 


Dr. Case has given us a comprehensive statement concerning the set-up 
and accomplishments of the debt adjustment committees which have been 
endeavoring to solve the problems of worthy distressed farm debtors. The 
large part which he has played in this notable work places him in a 
position to speak with authority. As a matter of fact, he has covered 
the subject so fairly and so completely that there is little to add to the 
excellent address which he has given. 
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From the first, the company with which I am connected has favored 
the setting up of debt adjustment committees. As a matter of fact, one 
of our officers, as some of you may remember, suggested such a plan at 
a meeting which was held some two years ago. Since the organization of 
these commitees, we have endeavored to cooperate with them at all times 
to the fullest possible extent within such limitations as we, by the very 
nature of our own obligations and legal limitations, must observe. It is 
my understanding and Dr. Case has confirmed this in his address, that 
other large creditors generally have followed the same policy of coopera- 
tion. 

I heartily agree with Dr. Case that in general the committees have 
been composed of men with high ideals of public service, and that in 
working out the distressed cases which have come to their attention they 
have given due consideration to the position of both debtor and creditor. 
The fact that there have been a few committees who seem to have taken 
the position that all borrowers were worthy and deserving, that all debts 
must be scaled down and that no foreclosure action should be taken in 
any case does not detract from the efficient service which has been ren- 
dered by the great majority of these committees. 

Dr. Case has well stated that no two farm debt situations are alike; 
that each case must be treated on its own merits. That the debt adjust- 
ment committees have been able to accomplish so much is due in large 
part to their recognition of this fact. Although in working out distressed 
cases it is necessary to treat them individually, yet for the purpose of 
this discussion, they naturally fall in certain general groups. For in- 
stance, those farmers who have practically no debts except a first mort- 
gage on their land seldom have any difficulty under present conditions 
in arranging with their chief creditor for an extension of time on delin- 
quent items. Wherever necessary such items are amortized over a com- 
paratively long period of time on an easy payment basis. This is the 
practice of the company with which I am connected and has been since 
shortly after the beginning of the depression. We have extended the time 
of payment for worthy borrowers wherever the circumstances justified 
it and it is a practice followed by many other creditors. In such cases 
where the borrower is reasonably capable, is willing to cooperate and 
where his debts are practically all in the hands of one creditor, there is 
seldom any need for them to come to the hands of the debt adjustment 
committee, and if it does come to the committee, it is, as a rule, a compara- 
tively simple task to work out a program which should give that type 
of borrower a reasonable opportunity to liquidate his indebtedness. 

But while this group does not present a serious problem for the debt 
adjustment committee or for the creditor, there is a class of an entirely 
different type for which the debt adjustment committee can hope to 
accomplish little. This is the class of borrowers who refuse to play square 
with their creditors. As Dr. Case has clearly stated, it is not the function 
of the debt adjustment committees to prevent legal action in such cases. 
It is asking too much of any creditor to suggest that he grant an exten- 
sion or a scale-down to a borrower who consistently refuses to apply the 
proceeds of the farm over and above the necessary expenses to the liqui- 
dation of his honest debts. Illustrations of this are more numerous than 
they should be. Two somewhat similar cases where foreclosure was recom- 
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mended came over my desk just a day or two before I left the office. In 
one, no interest payment had been made for 3 years. The borrower re- 
fused to either apply any part of the proceeds of the farm on the delin- 
quencies or to try to secure refinancing through the Federal Land Bank. 
In the other case, no interest or taxes had been paid for 3 years and 
the proceeds of the farm had been applied on other farm debts although 
we held a crop mortgage. Under circumstances such as these, there remains 
no other alternative than foreclosure. 

Dr. Case has also mentioned that it is not the function of the debt 
adjustment committees to endeavor to save distressed borrowers who are 
not reasonably capable. Borrowers who are seriously lacking in managing 
ability are in a class which is most difficult to handle. If the farm is such 
that in the hands of a farmer of normal ability it could be expected to 
liquidate the debt over a reasonable period of time, and the present 
management is so inefficient as to give no promise of such accomplish- 
ment, it is a good deal to expect of the creditors that they will make such 
concessions as would enable the inefficient farmer to succeed. The fine 
point in this is who is to determine whether the farmer is efficient. The 
tendency on the part of the creditors, if the farmer is willing to do his 
honest best, is to give him the benefit of the doubt as to his capacity. My 
own opinion is that creditors generally are inclined to go a long ways 
with every farmer who is doing his utmost to meet his obligations. 

There is another class that is closely allied to the one I have just 
discussed and that is the one where the owner of the property is not 
doing his best to prevent deterioration of the security under the mort- 
gage. There are a good many borrowers that come in this class. In driv- 
ing through a farming area you might come to the conclusion that 
most farmers belong in this class at the present time because of the gen- 
eral run-down appearance of the farm buildings and evidences that soil 
fertility is not being properly conserved. In many cases, of course, this 
is not the fault of the owner; he is not in a position to keep up the se- 
curity. However, there are cases and they are brought to the attention of 
every creditor where the borrower could prevent deterioration at least 
to some extent and makes no effort to do so. When cases such as these 
are brought to the debt adjustment committee, it seems to me that it is 
its function to require direct performance on the part of the borrowers 
in the way of keeping up the security as a part of the program to be 
worked out. One of the most exasperating things to creditors is to see the 
security back of their loans rapidly disintegrating without being in a 
position to prevent it. Some debt adjustment committees have rendered 
a real service in this connection. 

But I have been discussing only the smaller groups of distressed bor- 
rowers and not the great group of worthy borrowers who are doing their 
utmost to hold their farms and pay their debts. It is to this group that 
the debt adjustment committees have rendered a real service. It is a 
service, as Dr. Case has pointed out, to both debtor and creditor. Where 
the debt adjustment committees bring the debtor and his creditors to- 
gether to discuss a satisfactory program, it is often found as has been 
pointed out, that extensions may be granted or that adjustments may 
be made to the point where the borrower will have a very good chance 
of working out of his difficulties. In many cases it may be well to have 
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his loan refinanced by the Farm Credit Administration. It is scarcely 
necessary to comment on the good that has been accomplished with this 
group. The figures quoted by Dr. Case are conclusive proof of what has 
been done. 

In connection with this great group of worthy distressed borrowers 
there are, of course, a considerable number who are so hopelessly in- 
volved that it is impossible to work out any plan other than that of 
foreclosure. In so far as foreclosure is concerned, it is scarcely necessary 
to say that the soulless corporation that forecloses its mortgage in order 
to acquire a property is found only in fiction. Anyone who has actually 
studied the situation to any extent whatsoever knows that large creditors 
do not foreclose under present conditions if they can find any other solu- 
tion for the problem. The debt adjustment committees know that this is 
the case. It may be that some local creditors in individual cases actually 
desire to acquire a property by foreclosure of mortgage, but in so far as 
the larger creditors are concerned, they do not want to acquire the prop- 
erty and will not foreclose it unless practically compelled to do so. 

Dr. Case has mentioned the problem of the junior lienholder and it 
seems to me that this is a real problem. The junior lienholder desires to 
salvage his investment if possible. Usually he does what he thinks best 
to accomplish that. No doubt as Dr. Case has said, the creditor some- 
times needs the money as badly as the debtor, but sometimes junior lien- 
holders use methods which jam the works for everyone. It has been our 
experience that many deserving debtors could be saved if junior lien- 
holders would cooperate. In many cases, regardless of the effect upon the 
borrower, the junior lienholder is able to seize the proceeds from the farm 
and even the livestock or part of the equipment, so that the farmer is 
left helpless to meet his prior obligations or to continue his farming opera- 
tions with any degree of hope. The first lienholder having paid the taxes 
on the farm for 3 or 4 years, having received none of the avails from 
the farm, and finding that the farmer is in a hopeless situation, is com- 
pelled to foreclose. The debt adjustment committees can render a real 
service in such cases. 

Along this same line, the debt adjustment committees generally have 
a difficult problem to solve when it comes to the discount of debts. Local 
pressure is sometimes brought to have them disregard priority of liens. 
Failure to recognize the proper priority of liens would be fatal to the 
whole credit structure. When any individual or company makes a first 
lien on a piece of property, the property is appraised and the creditor 
decides that he has a proper margin of security before he makes the loan. 
If later on, other liens are placed on the property and an adjustment of 
the debts is accomplished without proper regard for the first lienholder, 
creditors of the future will certainly not risk their money on that type 
of investment. This does not mean that junior lienholders should make 
all the sacrifices necessary in order to work out a proper adjustment of 
the farmers’ debts, but where discounts are necessary, it does mean that 
junior lienholders must bear the larger burden. In working out any indi- 
vidual borrower’s refinancing program, if it is found that an extension 
cannot be arranged and if an effort is then made to refinance all of the 
debts through the Farm Credit Administration and that method fails, 
then if the case is a worthy one, it is only right and just that creditors 
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should make concessions as the individual case warrants with due con- 
sideration to the priority of their respective liens. 

In listing the functions of the debt adjustment committees, Dr. Case 
has mentioned the fact that they have given legal advice to debtor and 
creditor as to the best course to pursue. It seems to me that Committees 
would do well to proceed cautiously in recommending to any distressed 
borrower that he file petition under the Frazier-Lemke amendment to the 
bankruptcy act. There is a probability that the borrower is jumping from 
the frying pan into the fire if he attempts to avoid foreclosure, after 
which he might have been able to repurchase his farm on easy terms, 
by going into bankruptcy court to be tied up for 5 years with all of the 
uncertainties and limitations that will be placed upon him. 

After all, as Dr. Case has reminded you, some debtors cannot be saved, 
and in these circumstances a foreclosure may be beneficial to the com- 
munity and to the individual distressed owner also. The morale of the 
community is much improved by hopeless situations being satisfactorily 
cleared up, preferably by extension or compromise of debts to good farm- 
ers if it can be done, but if not, then by foreclosure. This cancels the debt 
and places the farmer in a position to get a fresh start. He may later on 
wish to repurchase the farm concerned. I believe that in such cases, 
institutional owners generally, and I know it to be true of the company 
with which I am connected, will not attempt to make any profit on the 
former owner but will resell the farm to him at the investment cost on 
easy terms. Many farms that have been acquired by institutional lenders, 
rehabilitated and sold back to the original owner, are now going propo- 
sitions. 

Dr. Case has said that the farm debt adjustment committees should 
be a potent force in rebuilding the needed morale with regard to the 
financial responsibility of debtors. He has said that the continuing influ- 
ence of the debt adjustment committees should be to keep before the indi- 
vidual debtor whom they have aided, his responsibility for meeting his 
personal financial obligations in an honorable manner. In doing this, the 
debt adjustment committee is rendering the greatest service of all to 
farmers in that it is maintaining for him a continuance of credit which 
the radical elements in our country today would destroy. 
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THE PROCESSING TAXES AND SOME PROBLEMS 
RAISED BY THEM? 


M. Suave Kenprick 
AGRICULTURAL ADJUSTMENT ADMINISTRATION 


This topic divides naturally into two questions: What are the 
processing taxes? What problems do they raise? These questions 
will be considered in order. I say ‘‘considered’’ for processing 
taxation is in process. Not all questions concerning it can be 
answered. 

Agricultural commodities on their way to consumption are 
usually subjected to one or more processing operations in order 
to prepare them for use. Individual definitions of processing are 
given in the agricultural adjustment act for six of the fourteen 
commodities designated by it as basic. Thus, the processing of 
wheat, rice and corn ‘‘means the milling or other processing (ex- 
cept cleaning and drying) of wheat, rice, or corn for market, 
including custom milling for toll as well as commercial milling,” 
but ‘‘does not include the grinding or cracking thereof not in the 
form of flour for feed purposes only.’’ The processing of cotton 
‘means the spinning, manufacturing, or other processing (ex- 
cept ginning) of cotton; and the term ‘cotton’ does not include 
cotton linters.’’ 

If the processing of a basic commodity is not defined speci- 
fically, the general definition of processing applies. The law 
broadly defines the term ‘‘processing’’ so as to include any 
manufacturing or other processing that involves a change in the 
form of the commodity or its preparation for distribution or use, 
as defined by regulations of the Secretary of Agriculture. In pre- 
scribing such regulations, the Secretary is required to ‘‘ give due 
weight to the customs of the industry.’’ 

Processing taxes are, by the terms of the agricultural adjust- 
ment act, levies on the first domestic processing of basic agricul- 
tural commodities. At present, such taxes are in effect on wheat, 
cotton, corn, hogs, tobacco, sugar, and peanuts. These taxes are 
the financial heart of the agricultural adjustment program. By 
their collection, funds are provided that make this program pos- 
sible. They are not ends in themselves but instruments. And, as 
such, they should be considered. 


1This paper was read at the er -fifth Annual Meeting of the American Farm Economic 
Association, Chicago, December 28, 1934 
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Both individual and general problems are raised by the proc. 
essing taxes. Upon the levy of each such tax certain individual 
problems arise. And a number of large general problems follow 
from processing taxation itself considered as a revenue instru- 
ment. 

Perhaps the individual problems can be considered best by 
indicating how they arise in the operation of imposing a process. 
ing tax. The act provides that whenever the Secretary proclaims 
that rental or benefit payments are to be made with respect to 
any basic agricultural commodity, a processing tax on such com- 
modity shall be effective from the beginning of the marketing 
year following this proclamation. The first matters for determ- 
ination, therefore, are the beginning of the marketing year, and 
the definition of first domestic processing. 

Determination of the marketing year is usually a relatively 
simple operation. The marketing year is indicated by the move- 
ment of the crop. The date that marks the appearance of the new 
crop on the market is the beginning of the marketing year. 
Although obviously no given day on which a marketing year be- 
gins can be said to exist, there is for each crop a period within 
which a date for the marketing year can be determined by statis- 
ties of the Department of Agriculture. 

Although individual definitions of first domestic processing 
are included in the agricultural adjustment act for all commodi- 
ties now subjected to processing tax levies, it was necessary for 
purposes of tax administration to interpret these definitions so 
as to fix the precise lines of distinction that make possible a ready 
determination of taxable objects. For example, the processing of 
peanuts is defined in the act as ‘‘the cleaning, polishing, grading, 
shelling, crushing, or other processing thereof.’’ Clearly, not all 
these operations could be taxed, for not all peanuts that are 
processed go through the whole of these operations. But all pea- 
nuts are cleaned and therefore to give effect to the law regula- 
tions were issued providing that the tax would attach to the 
first act of processing contained in the definition, namely, that of 
cleaning. Likewise, the definition of the first domestic processing 
of cotton given in the act is in and of itself insufficient. Neither 
the spinning nor the manufacturing of cotton is a simple opera- 
tion readily to be distinguished. Indeed, so complicated is the 
fabrication of cotton that each is but a name for many opera- 
tions. The tax had to attach to one and it had to be designated. 
Otherwise, endless administrative difficulties would have re- 
sulted from its imposition. The decision was that the processing 
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of cotton begins with the breaking of the bale for manufacture. 
Consequently, the tax attaches at that point. Whoever breaks the 
bale pays the processing tax on cotton. 

The rates at which the processing taxes are levied are de- 
termined according to the formulas set forth in the agricultural 
adjustment act. One formula provides for the taxation of sugar; 
another for the taxation of other basic agricultural commodi- 
ties. 

After giving a formula for a higher rate of tax on sugar beets 
and sugar cane, the Jones-Costigan amendment limited its appli- 
cation by providing that the rate of tax levied could not exceed 
the reduction in the tariff on sugar ordered by the President. 
Because this reduction was 0.5 cents a pound, raw value, such 
was the rate of tax indicated. 

For other commodities, the agricultural adjustment act pro- 
vides that the rate of processing taxation shall be the difference 
between the current farm price of the commodity and its fair 
exchange value, which is defined in the act, except, that if imposi- 
tion of the full rate on the commodity generally or for any par- 
ticular uses will, through reduction in the domestic consumption, 
cause a surplus of the commodity to accumulate or a depression 
in the farm price, the tax shall be fixed at such rate as will pre- 
vent these effects. 

This provision, as will be readily observed, raises a number 
of problems. First is that of determining the rate of tax indi- 
cated by the parity consideration. In view of the statistical data 
of the Department of Agriculture, this is not a difficult matter. 
For the most part it can be said to be, in effect, a mathematical 
determination. 

A far deeper problem is that raised by the effects of the rate 
of tax on the consumption and therefore on the farm price of 
the commodity. This is the problem of incidence. Given the exact 
slopes of the supply curve of and the demand curve for the com- 
modity, the resulting effects of the tax on consumption and price 
are readily determined. But these ideal requirements cannot be 
fulfilled in actual practice. The best that can be done is to deter- 
mine, as one can, from crop reports, feed and seed requirements, 
and other available data, the supply that will be available for 
market and to equate it against a supply-price curve that gives 
the prices at which varying supplies have been sold during previ- 
ous years. Such a curve may be corrected for changes in the gen- 
eral price level, consumer income, or other variable. It may be 
adjusted to depression conditions or permitted to stand. But 
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however carefully determined, there is room in interpreting it 
for economic theory and common sense. 

The law provides that a hearing, to which interested persons 
are invited, must be held before a processing tax can be levied 
at a rate less than that indicated by the ratio of the current to 
the parity price. At these hearings, representatives of the indus- 
try affected, usually processors of the commodity, appear and 
give testimony. Occasional leads and sometimes valuable infor- 
mation are brought forth at these hearings. Too frequently, how- 
ever, the testimony presented at such a hearing is irrelevant or 
superficial. Many business men either do not understand or do 
not take the trouble to understand the issues involved. Conse- 
quently, in their testimony they depart from the point or give 
information that bears but loosely upon it. Ready with opinion, 
they give few facts. One of the most unfortunate aspects of the 
administration of the processing taxes is that what ought to bea 
valuable source of information, namely, the facts presented by 
the industry concerned, is frequently of small worth. This was 
apparently recognized by Congress, for it made provision for 
supplementing this information by independent investigations 
of the Department of Agriculture. 

The theory of the act is that the processing taxes are shifted 
forward. Consequently, when such a tax goes into effect, a corre- 
sponding floor stocks levy is made immediately on the right to 
sell all wholesale and warehoused stocks of the taxed commodity. 
This is done to equalize the economic positions of those holding 
stocks of this commodity. For with this tax, no advantage 
attaches to an accumulation of stock in anticipation of the levy 
of the processing tax. And if the tax should be terminated, the 
revenue from the fioor stocks levy makes possible a refund of 
the tax to those holding stocks on the date of the termination. 
In recognition of the burden which a floor stocks levy would 
place on retailers, if applied at once to the stocks in their stores, 
they are given thirty days in which to dispose of these stocks. 
At the end of that period, the floor stocks levy attaches on the 
right to dispose of any of such unsold stocks remaining. The 
thirty day period, however, does not apply to stocks of retailers 
held in warehouses. On the termination of a processing tax, no 
refund is made with respect to retail stocks held in stores. 

At the same time that a processing tax on a basic commodity 
goes into effect, an import compensating tax on articles proc- 
essed from this commodity also becomes effective. Provision for 
refunds on the export of articles processed from the taxed com- 
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modity likewise is made effective. These provisions for the levy 
of floor stocks and import compensating taxes and for the mak- 
ing of refunds on exported articles raise a number of problems. 

Formerly, when a floor stocks levy was made, it could not be 
increased even though the rate of the processing tax was in- 
creased. This situation has, however, been corrected by an 
amendment to the Act passed during the last session of Congress 
which provides for the adjustment of the floor stocks levy up or 
down to correspond to changes in the processing tax. 

Most difficult to enforce of the provisions respecting process- 
ing taxation are those providing for the imposition of compen- 
sating taxes. Such taxes are intended to protect processors of a 
basic commodity who are handicapped in competition by reason 
of the payment of a processing tax. Section 15(d) of the act 
requires the Secretary to ascertain from time to time whether 
processors of a basic commodity are or will be at a disadvantage 
in competition by reason of excessive shifts in consumption 
caused by the payment of a processing tax. If the Secretary finds 
that such disadvantages exist or will exist, he must issue a proc- 
lamation specifying the competiting commodity and the rate of 
tax necessary to prevent these disadvantages. Under the law 
the tax becomes effective on the first domestic processing of this 
commodity at the indicated rate, except it cannot exceed that 
imposed per equivalent unit on the basic commodity. 

This provision refers solely to processors, not to accumula- 
tion of surplus stocks and depression of the farm price, matters 
which are treated elsewhere. And clearly the only way that proc- 
essors can be affected is through their profits. The plain truth 
is that processors are in business for profits and that which 
affects the profits from processing affects the processors. 

Profit from processing may be affected by excessive shifts in 
consumption in two ways which may function singly or in combi- 
nation. 


1. The processing may have to be financed on a smaller margin between the price 
of the raw material and that of the finished product. 

2. The processing may be done on the same margin, yet profits suffer or losses 
appear because of the smaller volume of business over which indirect costs 
are spread. 


Such decline in profits from either effect is not permanent. 
In the long run, profits in an industry suffering from an exces- 
sive shift in consumption caused by payment of a processing 
tax will be restored to their former competitive relationship by 
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the slow process of readjustment of capital investment. Some 
equipment that wears out will not be replaced. Marginal enter- 
prises will withdraw from this field. The rate of new investment 
in it will slacken. Ultimately, the capital employed in this indus- 
try will be decreased to that amount upon which the going rate 
of return can be realized. Profit per dollar of investment will 
then be relatively the same as before. 

Section 15(d) of the act cannot, therefore, contemplate the 
situation of processors of a basic agricultural commodity after 
the capital readjustment caused by the tax is completed. For 
that situation is relatively the same after the tax as before the 
tax. It is the readjustment that is in point. Compensating taxes 
are intended to lessen the readjustment in capital investment 
that follows from the payment of a processing tax. For with 
competing commodities bearing a like tax per equivalent unit, 
the incentive to shift consumption to such commodities is re- 
moved and, hence the capital readjustment in the industry 
affected is lessened. 

This interpretation is, however, easier made than applied. For 
example, what is an “excessive shift in consumption”? Is ten per 
cent excessive, or is thirty per cent or some other percentage 
excessive? Or, is excessive something to be related to its effects? 
Thus, the effect of a ten per cent inroad on the part of a compet- 
ing product may be greater when the demand for a basic com- 
modity is inelastic than a fifteen per cent inroad when the de- 
mand for this commodity is elastic. If this hurdle be surmounted, 
another awaits. The shift must be due to the payment of the 
processing tax and to no other cause. The economic world is not 
a static world. It is always in process of change and sometimes 
rapid change. How is it to be determined whether a given change 
is caused by payment of a processing tax, or whether it is caused 
by some other factor? Or, if this change is caused by a converg- 
ing of the effects of the tax and of other factors, how can the 
effects of the tax be separated? These are among the problems 
that make application of the compensating tax provision of the 
act difficult. 

At present, compensating taxes are in effect on the processing 
of jute into twine and small bags, and on the processing of paper 
into gummed paper tape, towels, and paper bags. All these taxes 
are levied to protect processors in certain divisions of the field 
of cotton fabrication. 

Gummed paper tape is taxed because it competes with cotton 
twine for wrapping purposes. Experience with this tax points to 
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the necessity that great care be exercised in defining a taxable 
object. The first definition chosen resulted not only in the taxa- 
tion of the paper tape that competes with cotton twine, but also 
in the taxation of a number of paper tapes that do not compete. 
For example, a heavy tape used to paste the corners of paste- 
board boxes was taxed, yet because of the requirement that the 
product so used have the requisite stiffness, cotton cannot be put 
to this use. When these facts were brought to the attention of 
the Administration, a new definition was devised which effec- 
tively reaches the tape that competes and excludes the tapes that 
do not compete. 

A curious situation developed with respect to the taxation of 
paper bags. Although large jute bags were taxed when compen- 
sating taxes first became effective in December, 1933, jute bags 
three feet wide and six feet long, were exempted from taxation. 
This exemption was made in order to exclude from taxation jute 
bags used for packaging wool. Cotton bags are not used for pack- 
aging wool, therefore, it was unnecessary to tax jute bags in 
order to protect cotton bags in this use. 

On the other hand, when the tax became operative on the proc- 
essing of paper into bags, no size limitations were included in 
the definition. Shortly after this tax was in effect, a paper mesh 
bag was developed for wool. By the definition of paper bags the 
processing of which was subjected to taxation, this bag was bur- 
dened by a tax, and because it was heavy, at a high percentage 
of its value. Thus this paper bag was affected by a heavy com- 
pensating tax, the result of which was to protect a jute bag which 
was itself not subject to processing taxation. This situation, like 
the other was corrected by a change in the definition of paper 
bags, the effect of which was to exclude this large open mesh 
paper bag from the operation of the tax. 

The act provides that the rate of a compensating tax cannot 
be greater than that imposed per equivalent unit on the basic 
commodity. Hence the problem arises: What is an equivalent 
unit? Such a unit might conceivably be one of quantity, of value, 
or of use. The competition, however, is in terms of use. There- 
fore the use factor is recognized in compensating taxation. The 
tax on the competing commodity must be on its first domestic 
processing. And, owing to the fact that the processing taxes on 
basic commodities are levied on the weight of such commodities, 
the unit of use is obviously to be employed in relation to weight. 

For example, at the time the study was made of the competi- 
tion between paper and cotton, a survey of the use of gummed 
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paper tape was made to determine the average ratio between the 
lengths of tape and twine used to fasten packages of the same 
size. These lengths were then converted into the weight of paper 
and cotton from which the tape and the twine respectively, were 
processed and the indicated rate of tax determined. 

Competition between paper and cotton towels offered an inter- 
esting problem because paper towels are used but once and cot- 
ton towels many times. Many factors entered into this study, 
including curiously enough, the number of so-called “wipes” that 
were possible with each type of towel. 

Other special problems, both economic and administrative, 
might be examined here, but, in my opinion, the time remaining 
will be better employed in considering a number of large general 
problems of processing taxation. Among them is the problem of 
changes in the rates of processing taxes. The market prices of 
the taxed commodities change; the parity prices change; why 
then should not the tax rates be in a continual process of change? 

The answer is to be found partly in the element of uncertainty 
which continual changes in processing taxation would introduce 
into business calculations but mostly in the purpose that proc- 
essing taxes serve by command of Congress. Such taxes are but 
instruments to effectuate the policy that prices of farm products 
be restored and maintained at their pre-war relationship with 
the prices of commodities that farmers buy. They serve by pro- 
viding funds with which to finance programs of adjustment. A 
processing tax is levied only after the Secretary has proclaimed 
that rental and/or benefit payments are to be made with respect 
to a basic commodity. Thus, these payments are linked at one 
end to the adjustment sought to be attained; at the other, to the 
yield of the tax and hence to the rate at which it is levied. To 
disturb the rate of tax while a program of adjustment is in proc- 
ess would disturb the yield that makes this program possible and 
therefore would operate to prevent attainment of the end sought. 
It is this consideration that is chiefly responsible for a general 
policy of stable rates of processing taxation during the life of a 
program depending on these taxes for revenue. 

Another and a related general problem is when a processing tax 
should terminate. The agricultural adjustment act declares the 
policy of Congress— 


“to establish and maintain such balance between the production and consumption of 
agricultural commodities, and such marketing conditions therefor, as will reestablish 
prices to farmers at a level that will give agricultural commodities a purchasing power 
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with respect to articles that farmers buy, equivalent to the purchasing power of 
agricultural commodities in the base period.” 


When the price of a basic commodity reaches parity, should 
the tax be terminated forthwith? If the Government is still com- 
mitted by contracts with growers to the making of benefit pay- 
ments financed by the tax, it appears reasonable to conclude that 
the tax should not be terminated. But if the price is at parity and 
all commitments paid, should new commitments be made, thereby 
necessitating continuance of the tax? The Agricultural Adjust- 
ment Administration has not yet been confronted with this issue. 
The nearest approach to it is that of Maryland Tobacco. When 
the price of this tobacco reached parity, the rate of the process- 
ing tax was reduced to zero. The Government was still under 
contract with the growers but had a surplus with which to make 
the payments for which it was obligated. Thus, this instance 
gives little clue to what will be done if and when this issue arises. 
The argument would, in that event, turn on the meaning of the 
phrase “to maintain” in the declared policy of the act and the 
relation of the adjustment program to that meaning. What the 
outcome will be, I shall not venture to predict. I should suppose, 
however, that the economic argument that would justify continu- 
ance of the tax would have to take into account the fact that the 
price relationships sought to be reestablished by the agricultural 
adjustment act were themselves the result of the play of eco- 
nomic forces in a period when neither agricultural prices nor 
production were controlled. 

It would appear, therefore, that in order to justify the con- 
tinued levy of processing taxes after parity prices have been 
reached, the difference between conditions in the base period and 
those in the present period would have to be clearly indicated 
and related to the levy of the tax. 

The processing taxes suffer from certain defects as instru- 
ments to make agricultural adjustment effective. Such taxes are, 
as has been remarked, levied to provide funds for benefit pay- 
ments to producers for adjustment of their production. Owing 
to the parity and current price relationship that governs their 
maximum rate, the lower the price of the farm product that is 
taxed, the greater can be the rate of tax and, subject to the effect 
on consumption, the greater the revenue yield and consequently 
the more attractive the benefit payments that can be offered pro- 
ducers. As the price rises, the rate of tax, if levied at parity in 
the first instance, cannot be increased, though, as explained ear- 
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lier, it can be continued during the life of the program that it 
finances. But the nearer the approach of the price to parity, the 
larger the benefit payments should be in order to give producers 
an incentive to cooperate. These additional payments are, how- 
ever, impossible to finance under the system of processing taxes 
as now established. Thus, processing taxes have the defect of 
being more effective in the earlier than in the later stages of 
agricultural adjustment. 

Another defect of processing taxation arises from the differ- 
ences among the basic commodities in the ratio of processed to 
total product. For example, most corn is fed to animals. Only a 
small percentage of this crop is processed for human and indus- 
trial uses. Practically all hogs, however, are processed. Thus, 
only a relatively small amount of revenue is received from the 
processing tax on corn, but a relatively large amount is received 
from the processing tax on hogs. Thus, the adjustment program 
on corn must be financed in large part by a fund actually origi- 
nating from the proceeds of the processing tax on hogs. In gen- 
eral, owing to the fact that hogs are fed on corn, there is justi- 
fication for this procedure. Nevertheless, to the extent that these 
taxes are passed back to the producer this method of financing 
these programs may to some extent make for inequalities among 
individuals between tax burdens and benefit payments, though 
within such limits as not to be unreasonable. 

In view of the many problems that arise in the administration 
of processing taxes, the question might well be asked: Why have 
them? Why not substitute another tax? The answer to date is 
to be found in the advantages of processing taxes for the par- 
ticular ends that they serve. 

It is important that the yields of such taxes be forecast with 
considerable accuracy, for revenues so obtained provide funds 
for benefit payments to producers under contracts which are 
usually made months in advance of the time these revenues are 
collected. A tax on the units processed involves an estimate only 
of the number of units that will be processed for domestic con- 
sumption other than for exempt uses. The variable of price is 
thus eliminated, except as price changes affect the number of 
units processed. Consequently the yield of such a tax can be 
estimated with a greater degree of accuracy than can that of a 
sales tax. 

Processing taxes are also related directly to the goal of the 
agricultural adjustment act, namely, the restoration of parity 
prices for agricultural products. Such taxes are to be interpreted 
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as measures designed to restore the parity price on that part of 
the crop which is consumed in the domestic market. For, when 
a processing tax is levied at the rate indicated by the difference 
between the current farm and the parity price its yield plus the 
price received from the commodity will, except for the expense 
of administration, give to producers as close an approach to the 
parity price as consumers will pay for the quantity put on the 
market. 

In addition to these advantages for the particular purpose of 
their levy, processing tax payments being obligations of a rela- 
tively small number of processors, are relatively simple to col- 
lect and, consequently, are collected at the low cost of less than 
0.7 of one per cent. 


This statement of the advantages of processing taxes is not to 
be interpreted as a prophecy that such taxes are destined to be 
continued indefinitely. It is merely to point out that though 
processing taxes have their problems, they have their advan- 
tages also, for the end that they serve, the financing of programs 
for agricultural adjustment. 


Discussion By LAWRENCE Myers 


AGRICULTURAL ADJUSTMENT ADMINISTRATION 


Being also with the Agricultural Adjustment Administration, and 
having worked on some of the tax problems Dr. Kendrick has discussed, 
I shall not attempt to go over his paper in detail and utter amens or 
dissenting opinions on the various points he has made. However, I will 
confine my remarks, in a general way at least, to Dr. Kendrick’s subject, 
which seems to have the all inclusive characteristics of Mother Hub- 
bard’s gown. 

If one is to look behind the details of the processing tax provisions 
of the agricultural adjustment act, and examine their logic it would be 
well to start with the notion of parity price or the “fair exchange value” 
of a commodity. In the prolonged agitation of the post-war period for 
a program to aid agriculture the parity price idea was developed and 
used widely as a measurement of what would constitute justice for agri- 
culture. In the discussions then current numerous references were made 
to the purchasing power of farm products and it was pointed out that 
prices of agricultural products were lower comparatively than prices of 
non-agricultural products, or that prices farmers receive were out of line 
with prices they pay. Little argument was heard against the position thus 
taken that prices of farm products should be on a parity with prices of 
industrial products. It seems to have been taken for granted that on the 
one hand farmers were entitled to parity prices, and that on the other 
hand consumers could not object to paying parity prices for agricultural 
products. The parity price, therefore, appears to have been accepted as a 
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sort of “fair” price. With that concept as a basis there is a simple logic 
in the provision that the rate of processing tax be established at a rate 
equal to the amount by which the actual price is below the parity price. 

If the parity price argument were followed rigidly no attention would 
be given to possible adverse effects from having costs of agricultural 
products to processors at the parity price level. Whether consumption 
were restricted, or donations to the needy made more expensive by the 
increase, a complete acceptance of the parity price concept would require 
that the result be accepted as inevitable. Indeed, there must be some such 
acceptance in connection with the adjustment program as a whole. If it 
is sincerely desired that prices be higher to farmers then there must be 
a willingness to accept increased costs to consumers. 

In the tax sections of the agricultural adjustment act, however, several 
provisions were made to retain some of the advantages of low prices. In 
the first instance it was provided that if it were found that a rate of tax 
equal to the full difference between the farm price and the parity price 
would produce certain disadvantages, then the tax should be at a rate 
that would avoid these results. The provisions for tax refunds in the 
case of articles for charitable distribution and in cases where the tax 
causes a sufficient decrease in the consumption of a class of products and 
the provisions for compensatory taxes on competing commodities appear 
to have been designed to retain some of the advantages of low prices. 
The provisions for compensatory import taxes on processed articles and 
tax refunds on the exportation of processed articles recognize the fact 
that the processing tax applies to domestic processing and not to foreign 
processing. Of course, there is nothing erratic in these provisions to retain 
certain of the advantages resulting from prices below a parity level. 
They may be looked upon as safeguards. However, they do reflect a 
considerable degree of caution in connection with the possible effects of 
processing taxes. Undoubtedly more attention is given to the effects of 
the processing taxes than would be given to an equal increase in the price 
itself, although complaints are made against price increases that result 
from governmental programs. 

Actually it is doubtful that a processing tax is as burdensome gener- 
ally as an equal rise in the price. Although the tax requires the keeping 
of certain records and the making of reports to revenue collectors that 
would not be required if there were no processing tax, yet the tax does 
not require as much capital to finance the commodity from the producer 
to the processor as would be required if prices were higher by the amount 
of the tax. Moreover, payment of the tax does not occur until after 
processing has occurred. The truth is processors have received a certain 
amount of financial assistance by reason of the fact that in many in- 
stances the processed articles have been sold and payment received (with 
tax included) before the processor has paid the Government. In addition 
it might be noted that the Secretary of the Treasury is authorized to 
permit a postponement of the payment of the tax for a period of 180 days. 
The basic objection to the tax probably is the regret some feel at giving 
up the advantages of low prices. 

Now let us examine the cotton processing tax and some of the points 
raised with respect to it. The rate of the cotton processing tax is 4.2 cents 
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per pound net weight, or the equivalent of 4 cents per pound gross weight, 
as cotton is sold in this country. 

Does this tax increase the cost paid by the domestic consumer or does 
it lower the price received by the farmer? Cotton prices are made in the 
world market. Normally between 55 and 60 percent of the domestic crop 
is exported. The processing tax does not attach to exports, and we have 
no evidence that the existence of a processing tax in this country will 
influence foreign buyers in the purchase of American cotton. The pro- 
cessing tax therefore is a cost in addition to the world price that attaches 
to the processing of cotton in the United States. The only way that the 
processing tax could lower the price received by the domestic producer 
would be by reducing the consumption of cotton in the United States, 
thereby forcing more of the crop into the export market and in turn 
lowering the world price of cotton. Since the foreign market is larger 
than the domestic market, and since the elasticity of foreign demand is 
greater than the elasticity of domestic demand, the possible extent of 
such indirect effect is small. 

The course of mill margins is also of interest in connection with the 
tax. For the years 1925-26 to 1929-30 mill margins on 17 cloth construc- 
tions averaged 14.49 cents per pound of cotton entering manufacture. 
With the depression mill margins declined, reaching a low point of 7.34 
cents for the week ended March 3, 1933. The speculative recovery in the 
summer of 1933 caused mill margins to increase to 18.83 cents for the 
week ended July 28, 1933. The cotton processing tax became effective 
August 1, 1933, and in the week ended August 11 mill margins reached 
the highest point of the nine year period, being 19.06 cents after allowing 
for the tax, or 23.06 cents including the tax. The full amount of the tax, 
therefore, was added to the selling price of the cloth. As the speculative 
buying subsided mill margins receded. In the week of July 13, 1934, mill 
margins were at the lowest level since the tax has been in effect. In that 
week the margin was 11.40 cents excluding the tax or 15.40 cents includ- 
ing it. For the sixteen months since the tax has been in effect mill margins, 
excluding the tax, have averaged 0.70 cent per pound less than they did 
in the period before the depression, but 3.22 cents above the average for 
the period August 1930 through July 1933. Clearly the cotton processing 
tax has not been borne by cotton mills. On the other hand, considering 
the increases in labor costs, there is no indication of a pyramiding of the 
tax for the period as a whole. 

One of the points sometimes raised is that the single specific rate 
causes the burden of the tax to be disproportionately heavy upon con- 
sumers of coarse, cheap articles. Some of the arguments go farther and 
oppose any tax upon cotton articles because they consist so largely of 
essential household articles and clothing. Only a few of the implications 
can be touched upon at this time and they must be considered briefly. 
The first point involves the question of whether the rate should be uni- 
form or whether it should, from a standpoint of economic desirability, 
be varied, in the nature of an ad valorem rate, according to the cotton 
consumed or the article produced. In considering this issue it will be well 
to note first of all that the present tax results in a somewhat greater per 
pound burden upon fine combed goods than it does upon coarse carded 
goods because of differences in the amount of waste resulting from pro- 
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cessing. It should also be noted that the prime factor causing differences 
in the values of finished cotton articles is not differences in the cost of 
cotton entering manufacture, but differences in the amount of processing, 
If the tax were to be determined by the value of the finished article, 
therefore, it would be largely a tax on labor, or value added by manv- 
facture. Differences in the value of cotton entering manufacture are of 
little significance in this connection. To illustrate, the amount of the tax 
with respect to the cotton processed into a work shirt, usually selling for 
less than one dollar, amounts to 2.99 cents. For a dress shirt selling for 
nearly two dollars it amounts to 3.06 cents. If the tax were based on the 
value of cotton used, and the tax for the work shirt were unchanged, the 
tax for the dress shirt would be increased 0.7 cent. Moreover, as of 
November 26 approximately 90 percent of the American cotton crop had 
a value of 111% cents to 14 cents per pound. In any tax program for the 
commodity, this cotton must carry the bulk of the load. 

Looked at from another angle, if the tax is to function as intended it 
must be as simplified and certain as possible. With the present uniform 
rate tax assessments and collections are readily checked and certain. If 
they were complicated and difficult to check, tax evasion would result 
and mills that pay their taxes would be placed at a disadvantage. As 
the act stands tax refunds have an important place in the program. If the 
rate of tax varied with the value of the cotton entering manufacture, 
however, the calculations required for obtaining a refund would probably 
become so complex that this part of the program would have to be 
dropped. 

In part the criticism of the uniform rate can be met through tax “re- 
funds” where it can be shown that the payment of the tax is reducing 
consumption of a class of products in whole or in large part. Action of 
this nature has been taken with respect to cotton processed into large bags. 

The primary point of these objections, however, takes us back to the 
point from which we started. If the position is accepted that farm prod- 
ucts should sell at parity prices, and that the parity price represents a 
fair price to producers and consumers, then the increased burden that 
parity prices or the processing tax places upon consumers must be ac- 
cepted. The fundamental question is, do we want higher prices? If we 
do, consumers must pay them, 
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THE INCIDENCE OF 
THE AAA PROCESSING TAX ON HOGS? 


GEOFFREY SHEPHERD 
Iowa State 


The incidence of the AAA processing tax on hogs of $2.25 per 
hundred pounds has been the subject of some controversy during 
the past year. I believe, however, that most of the difference of 
opinion arises from the different interpretations of what is 
meant by the question, ‘‘Who pays the tax?’’ There are several 
different senses in which the question might be asked. One might 
ask, for example, whose prices or margins are increased or de- 
ereased directly by the tax itself—the farmer’s, the packer’s, the 
retailer’s, or the consumer’s? Or he might ask, whose total re- 
ceipts or total outlays are affected? Or, whose net receipts or net 
outlays are affected? And then he could start all over again, ask- 
ing whose prices or margins, whose total receipts or outlays, and 
whose net receipts or outlays are affected, not directly by the tax 
itself, but indirectly through the effects of the tax on production 
and consumption, after those effects have had time to work them- 
selves out. These are some of the different senses in which the 
question, “Who pays the processing tax on hogs?” may be asked 
and answered. The different senses are really so many different 
questions, rather than different senses of the same question. In 
order to cover the subject comprehensively, I am going to deal 
separately with all of these questions, taking up each one in its 
turn. 

The several questions may be divided into two main groups. 
The one group deals with the direct incidence of the tax itself; 
the other deals with the incidence of the effects of the tax, after 
they have had time to work out.? My paper is divided into two 
parts, corresponding to these two groups of questions. 


Direct Incidence of the Tax 


We will deal first with the direct incidence of the tax. The test 
as to the direct incidence of the tax is relatively simple. It in- 


1This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 

Association, Chicago, December 28, 1934. 
Published as Journal paper No. J-251 of the Iowa Agricultural Experiment Station, Ames, 

Iowa. Project No. 383. 
*The word “effects” is used here in a special broad sense, to include (a) the individual 
ogeneous responses of farmers, packers, retailers, and consumers, and (b) the reduction in 
corn and hog production requested by the AAA and effected by contract signers in return for 
benefit payments financed by the proceeds of the tax. 
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volves determining whether the price or margin is higher or low- 
er, after the tax is applied, than it would have been if there were 
no tax. It does not involve determining whether the price is high- 
er or lower than before the tax was applied. That falls in the sec- 
ond group of questions. Perhaps the first place to look for the 
direct incidence of the tax is the packer, since he is the one who 
pays the tax over to the government in the first place. 


Packers Are Not Paying the Tax 


The question whether packers are paying the tax out of their 
own pockets apparently can be answered by direct statistical ob- 
servation. The Bureau of Agricultural Economics publishes 
weekly the wholesale value of hog products derived from 100 
pounds of live hogs compared with the prices of live hogs.* Both 
series are based on Chicago prices. They may be taken as repre- 
senting the packer’s margins. The word ‘‘representing”’’ is used 
advisedly here. The wholesale value of the hog products does not 
include the value of the by-products, which is an item of some im- 
portance.* The two series therefore do not show the full margin 
taken by packers. But they do show changes in the margin, and 
that is what we are interested in here. 

Figure 1 shows that the packers’ are not paying the tax. Broad- 
ly speaking, they have widened their margin by an amount equal 


PACKERS’ MARGINS AT CHICAGO 


Ficure 1. Packer’s margins, September, 1933 to December, 1934. 


to the tax. The figure shows that each time the tax was increased, 
the packer’s margin did not widen further at once; but after a 
few days the margin was widened by an amount equal to the in- 
crease in the tax. The margin in the last few weeks for which data 


3 These data are published weekly in “Market Reviews and Statistical Summaries of Live 
stock, Meats, and Wool,’’ mimeographed, Bureau of Agricultural Economics. U.S.D.A. : 

4A series showing the wholesale value of hog products including the value of by-products 1s 
shown in an article by Frederick V. Waugh, entitled “Margins in Marketing,” Journal of Farm 
Economics, Vol. XVI, No. 2, April, 1934, pp. 233-245. : 

5 Strictly speaking, the chart shows only that the packers at Chicago have not been payilé 
the tax. Data for the packers in the rest of the country are not given. The statement can be 
generalized only if it is assumed that the relations between packers at Chicago and at other points 


have remained much as they were before the tax was applied. This assumption is probably cor 
rect, but it is only an assumption, 
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are available was $2.99, roughly $2.25 wider than before the tax 
was applied. The packers, then, have not been paying the tax, nor 
any substantial part of it. 


Retailers Are Not Paying the Tax 


The packers have evidently shifted the burden of the tax 
to someone else. Perhaps they have shifted part of it to the re- 
tailer. The spread between wholesale and retail pork prices has 
remained about as wide since the tax was applied as it was be- 
fore. This is in accord with expectations; retail margins are no- 
toriously slow to change. A slight decline is evident from early 
1932 onward, but the decline after the tax was applied was no 
greater than before the application of the tax. Retailers, there- 
fore, have not been paying the tax either. 


Consumers Are Not Paying the Tax 


The processing tax is not absorbed by the packers, nor by the 
retailers. It is either passed on to consumers, or back to farmers, 
or a measure of both. Reasoning based upon everyday economic 
theory leads to the conclusion that, in this situation, the direct 
incidence of the tax is divided between producer and consumer 


in inverse proportion to the respective elasticities of their supply 
and demand curves. Let us consider these two elasticities, dealing 
first with the elasticity of the consumer’s demand curve for pork. 


Consumer’s Demand Curve for Pork 


The demand curve for pork, based upon annual data on a cal- 
endar year basis for the period from 1921 to 1934, is shown in 
Figure 2. Because this curve is somewhat elastic, after the tax is 
applied the consumer continues to pay the same prices for a 
given quantity of pork (in a given supply situation of pork sub- 
stitutes and a given condition of general consumer purchasing 
power) as he would pay if no tax had been applied. There is no 
reason why we would expect him to pay more. The packer natur- 
ally charges “all that the traffic will bear,” that is, all that the 
consumer will pay, all the time. If the packer tries to charge 
more, the consumer eats less pork than the packer has to offer, 
surplus stocks of meat accumulate, and the price has to come 
down again. This mechanism works all the time, as well when the 
packer tries to raise the price in order to pass the tax on to the 
consumer as when he tries to raise the price for any other reason. 
The tax cannot be passed on to the consumer, because of the 
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elasticity of his demand for pork, which in turn traces back to the 


flexibility of consumer habits and the availability of pork substi- 
tutes. 


1921-30 =100 


‘2s 


RETAIL PRICE OF PORK (Percent) 
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CONSUMPTION OF PORK (Percent) 
RELATION OF DEVIATIONS FROM ABOVE 
CURVE TO CONSUMER INCOMES 


“260 ‘21 

‘25 


70 80 90 120 130 

CONSUMER INCOMES, (Weighted Averoge of Current 
and Preceding Yeor); Percent 


Ficure 2. Relation of Retail Price of Pork to Consumption of Pork, 1921-1934. 


The conclusion that the consumer is not paying the tax, based 
simply on ordinary economic reasoning, was originally published 
in this Journal in the issue of July 1934. It has been tested and 
verified by the course of events during 1934, This is shown in 
Figure 2. The prototype of Figure 3, when originally published,° 


6 The chart was originally worked out by Preston Richards of the Bureau of Agricultural 
Economics. It was first published in an article by Working, E. J., “Demand Studies During Times 
of Rapid Economic Changes.”’ Econometrica, April, 1934, p. 144. 
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covered only the period from 1921 to 1931 inclusive. When the 
data for 1932 and 1933 became available, I added them to the 
original chart, and simply extended the original curves in 
straight lines, until they reached the dots for 1932 and 1933. I 
was interested to observe that the new dots fell as closely about 
the extensions of the original curves as the dots for the earlier 
years fell about the original curves.’ We are now able to add the 
unofficial preliminary estimated data for 1934.§ If the processing 
tax were being passed on to the consumer in the form of higher 
prices, the dot for 1934 would fall some distance above the curve. 
Actually, the line falls slightly below the curve. The consumer, 
far from ‘‘ paying the tax,’’ or any part of it, in the form of pork 
prices higher than they would have been if no tax had been levied, 
is paying if anything slightly less for pork than one would have 
estimated on the basis of current pork supplies and consumer 
purchasing power. Here is preliminary inductive confirmation— 
not yet final, for the 1934 data are not yet final—of the deductive 
conclusion that the consumer is not paying the tax. 


Farmer’s Supply Curve for Hogs 


But the farmer is in a different fix. He cannot respond as 
quickly in his production as the consumer can in his consumption. 
It has been shown? that the elasticity of the supply of hogs varies 
from about 7 in Missouri to about 3.5 in Nebraska. But it takes 
one or two years for this response of production to price to show 
up in the market place. During the first year, the elasticity of sup- 
ply of hogs is practically zero. 

The packer is therefore able to pass the tax back to the farmer, 
in the form of lower prices for hogs, without at once provoking a 
scarcity of hogs which would soon force him to raise his prices 
again. During the one or two years before reduced supplies of 
hogs show up in the market place, the price to the farmer is 
simply lowered by (roughly) the full amount of the tax. In this 
sense, then, and during that period, the farmer pays the tax him- 
self. 

This conclusion, again based on general economic theory, has 
also been confirmed by factual evidence during 1394. In an article 
published five or six months ago,!° dealing in a preliminary man- 
7 See * ‘The Incidence of the Cost of the AAA Corn-Hog Program,” Journal of Farm Eco- 


nomics, July, 1934, p. 420. Fig. 2. The Figure 2 shown in the present article is simply a repro- 
duetion of Figure 2 in the earlier article, with 1934 data added. 
z 8 These data were kindly supplied by Preston Richards of the Bureau of Agricultural 
conomics. 
9 Wells, Oris V., ‘““Farmer’s a to Price in Hog Production and Marketing,’’ U.S.D.A. 
Tech. Bul. No. 359, ‘April, 1933, p. 24. 


10 “The Incidence of the Cost of the AAA Corn- Hog Program,”’ Journal of Farm Ezonomics, 
July, 1934, p. 423, Fig. 3. 
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ner with the incidence of the processing tax, a chart was shown 
which exhibited the relations of consumer purchasing power, hog 
supplies, and hog prices. This chart was drawn with the use of 
annual data based on the hog year from October to the next Sep- 
tember, for the period 1921 to 1933, inclusive. The chart was simi- 
lar to Figure 3. 

We are now able to add the data for the year from October, 
1933, to September, 1934. During most of this hog year, the proc- 
essing tax was in effect. It averaged $1.64 over the year. If farm- 
ers are “paying the tax” themselves, that is, if the price to the 
farmer is depressed by the amount of the tax, the dot for 1933-34 
should fall below the curve in the chart, which is based on 1931 to 
1933 data. A glance at Figure 3 shows that this is what hap- 
pened."! The dot for 1933-34 is $1.87 too low. That is, the open 
market price for hogs was depressed by the full amount of the 
processing tax, and in fact a little more. If, however, the average 
amount of the tax ($1.64) is added to the price data for 1933-34, 
the dot falls only 23 cents, or 3 per cent, below the curve. This is 
as close to the curve as the average of the other dots. 

It appears, then, that the farmer ‘‘pays the processing tax”’ 
himself. That is the conclusion of economic theory, and that con- 
clusion is confirmed by the evidence of the facts. It must be re- 
membered, however, that under the terms of the AAA contract, 
this does not mean a net loss to cooperating hog farmers. During 
1934, the benefit payments on hogs were $5 per head for the 75 
per cent of the former production of hogs. The average weight of 
hogs in the United States for the past decade has been about 230 
pounds. The benefit payment of $5 per head therefore amounted 
to $2.09, almost the equivalent of the tax alone. In addition, as a 
corn farmer he received corn benefit payments that were consid- 
erably in excess of the depressing effect of the corn tax. Whether 
the smaller crops of hogs and corn brought in more or less money 
to the farmer is considered in a later section of this paper. 

What about the non-contract signer? At first thought, it ap- 


11 Figure 3 is not identical with the corresponding figure in the earlier article referred to 
above and in the preceding footnote. The earlier chart was based on three series (1) hog prices 
at Chicago. (2) federal inspected slaughter multiplied by average weights at Chicago, and (3) 
industrial production (average of current year and preceding year, current year given weight of 2, 
preceding year given weight of 1). More thorough study since has led us to replace these three 
series with somewhat more comprehensive data (1) the cost of hogs slaughtered under federal 
inspection, (2) total live weight of hogs slaughtered under federal inspection, and (3) industrial 
payrolls, and to remove some errors in the earlier industrial production series. All the data in both 
charts are on a hog-year (October to September, inclusive) basis. In addition, we decided to 
reverse the order of the two sections of the chart, so as to end up with attention focused on the 
section. 

ese changes, however, merely give us a somewhat closer grouping of the dots about the 
regression lines. The lines themselves remain substantially the same as before. If the 1933-34 
data shown in the earlier chart are added to the earlier chart, the 1933-34 dot falls below the 
line, and requires the addition of the tax to bring it up to the line, the same as in the chart shown 
in the present paper. 
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pears that the depressing effect of the tax on the price of hogs 
does mean a net loss to him. He receives no benefit payments to 
offset it. He is benefited, however, by the increase in price result- 
ing from the cooperator’s reduced production of hogs, when in 
the course of a year or two that reduction eventuates in reduced 
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FicureE 3. Relation between supplies and prices of hogs in the United States. 


market supplies. If this increase is greater than the depressing 
effect of the tax, he will receive a net benefit. And he is free to 
produce and sell as many hogs as he wishes at that higher price. 


Incidence of the Effects of the Tax 


We turn now to the second major group of questions—those 
relating to the incidence of the effects of the tax. By ‘‘effects’’ is 
meant the corn and hog reductions prescribed by the AAA, and 
the various individual responses of farmers and others not thus 
prescribed. The incidence of the effects of the tax upon the packer 
and the retailer is relatively easy to show. We will deal with those 
two groups first, and then consider the incidence upon the con- 
sumer, and finally, upon the farmer. 
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Packer’s Gross and Net Income Reduced 


As soon as the reductions under the AAA begin to show up in 
the form of reduced market receipts of hogs, the most obvious 
‘‘effect of the tax’’ upon the packers will be the reduction of their 
total volume of hog slaughter. 

Meat slaughtering capacity in the United States is already 
ample, if not excessive. It will become clearly excessive when hog 
supplies are reduced by the AAA program. And it seems likely 
that packers will slaughter a smaller proportion of the reduced 
production of hogs than formerly. We have already seen how the 
packer has widened his margin by the amount of the processing 
tax. This substantial widening of the margin will probably in- 
crease the proportion of farm slaughter and local peddling of 
pork products, though the regulation that each producer can 
slaughter and sell only 300 pounds of pork products tax-exempt 
will tend to keep this increase within moderate bounds. This re- 
duction in volume of hog slaughter will mean a corresponding re- 
duction in packer’s gross receipts from hog slaughtering. On the 
face of it, this appears to be a case where the tax itself is not felt, 
but the effects of the tax will be felt. 

It is interesting to speculate on the way in which the packers 
will meet the problem of reduced hog supplies. Who will feel the 
reduction most—the ‘‘Big Four,’’ or the interior packers in the 
heart of the corn belt, or the numerous local packers most heavily 
concentrated in the East? The Big Four have an elaborate over- 
head branch distributing system to maintain, in addition to their 
packing plants; their overhead costs are therefore high; they 
may feel the effects of the reduction keenly. On the other hand, 
they slaughter or process other products—heef, poultry, dairy 
products, etc.—on an extensive scale, as well as hogs, so that even 
a substantial reduction in hog slaughter would result in only a 
comparatively small reduction in their total volume of business. 
I do not know enough about the packing industry to hazard a 
guess concerning this question. I draw it to your attention, how- 
ever, because if hog supplies are reduced for a considerable num- 
ber of years in the future, the effects on the packing industry are 
likely to be pronounced. 

The incidence upon the packer’s net income is more difficult to 
determine. A reduction in volume of slaughter will lead packers 
to cut down their current expenses, for labor, ete., to a certain 
extent. How much their total expenses will be thus reduced cannot 
be easily estimated. It seems inevitable, however, since their cur- 
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rent expenses are only a part of their total expenses, overhead 
expenses running on the same as before, that their total expenses 
cannot be reduced as much as their total income; it appears, then, 
that their profits are likely to decrease, unless they widen their 
operating margins. 


Retailer’s Gross and Net Income Little Affected 


Retailers handle so many products that a reduction in the vol- 
ume of any one product is not likely to affect their gross income 
much. This is particularly true of general retailers, who, if they 
have less of one food for sale, will supply the consumer with more 
of some other. It is partially true even of retail meat markets; if 
the supply of pork is deficient, consumers will turn first to other 
meats; they will turn to other non-meat foods only when all meats 
are scarce. 


Incidence on Consumers 


When we come to study the effect of reduced supplies of pork 
on consumers and producers, we must study the elasticity of 
demand and supply curves. Here we encounter some difficulties. 

The most troublesome difficulties exist in the field of demand. 
What is an accurate measure of consumer demand for pork? The 
measure used in Figure 3 is the index of “consumers’ incomes.”’!” 
It is based upon estimates of gross incomes of corporations (be- 
cause of this basis, O. C. Stine has recently objected to its desig- 
nation as “eonsumers’ incomes”). This series is only one measure 
of consumer demand for pork. Another measure is industrial pro- 
duction. Still another is factory payrolls. 

The index of “consumers’ incomes” gives good results in Fig- 
ure 2, which deals with pork prices. In the preparation of my 
earlier article, however, I was puzzled by the fact that the index 
did not work out well in the figure dealing with hog prices. For 
that chart I had to use a different index, weighted industrial pro- 
duction (replaced since that time, in the present article, by fac- 
tory payrolls). I was also puzzled by the fact that, conversely, 
neither industrial production nor payrolls, which gave well de- 
fined results in Figure 3 (for hogs) worked out very well in Fig- 
ure 2 (for pork). I could not understand why the same index of 
demand did not work equally well for hogs as for pork. 

Investigation shortly disclosed the reason why the index of 
payrolls did not work well with pork. There was a pronounced 
upward trend in the index of pork consumption during the period 

12 This index is published in Senate Document No. 184, 72nd Congress, 2nd Session, ‘‘Eco- 


nomic Situation of Hog Producers,” February 9, 1933, p. 82. Recent data from Preston Richards, 
Bureau of Agricultural Economics, United States Department of Agriculture, 
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from 1921 to 1933. This causes a ‘‘drift to the right’’ in the scat- 
ter diagram, which obscures the relationship between supply and 
price. When, however, the upward trend is removed from the 
pork consumption data, and the index of payrolls is used to rep- 
resent demand, the relationship emerges clearly defined. The 
elasticity of the demand for pork thus revealed, however, is less 
than unity; it is only —.55. This is little more than the elas- 
ticity of the demand for hogs (namely —.50) shown in Figure 3. 

The reason why the use of the index of payrolls gives a differ- 
ent elasticity from that obtained by the use of consumer incomes 
may be this: there is a very pronounced upward trend in the in- 
dex of consumer incomes, and the inter-correlation of this trend 
with the upward trend in pork consumption affects the elasticity 
of the curve of relationship between pork supplies and prices. 
(This difficulty does not arise in the use of the hog price charts, 
because there is no upward trend in hog production). When most 
of the upward trend in the index of ‘‘consumer’s incomes’’ is re- 
moved, as well as in the index of pork consumption, the relation- 
ship becomes clearly defined again, but the elasticity is —.72. 

So there we are, with elasticities of demand for pork varying 
from —.55 to —.72 and —1.0, according to the index of demand 
used. Which elasticity is the true elasticity? Or, since the elas- 
ticity obtained depends upon the index of demand used, which is 
the most accurate index of the demand for pork (1) the index of 
‘‘consumer’s incomes’’ i.e. corporate incomes, with the upward 
trend left in, or (2) with the trend removed, or (3) the index of 
payrolls? 

I do not know. Further research will have to be conducted be- 
fore the true elasticity of the demand for pork can be unequivo- 
cally stated. At the present time, I can only draw these difficul- 
ties to your attention, not resolve them. As a provisional basis 
for this section of my paper, however, I will suggest that I feel 
the greater confidence in results drawn from data that have been 
manipulated least. That is, confronted with the necessity of mak- 
ing a provisional choice between different results, some obtained 
from data after removal of trend and some from data in their 
original form, I feel safer using the latter. I prefer to base my 
conclusions on the demand curve for pork shown in Figure 2, 
with its elasticity of unity, bearing in mind that these conclu- 
sions may require modification should subsequent research show 
that the demand is somewhat less than unity. 


13 Two days before this paper was presented, L. H. Bean gave a talk in Chicago in which 
he exhibited a chart showing a demand curve for pork, the index of demand being total national 
income. This index resulted in a demand curve with an elasticity of —.89. The dot for 1934, 


inserted in his chart, falls slightly below the line, as in Figure 2, but closer to it than the dot 
in Figure 2. 
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On the basis of Figure 2, therefore, we may provisionally con- 
clude that when pork supplies are reduced, the price that the 
consumer is willing to pay rises by an equal percentage. If sup- 
plies are reduced 5 per cent, prices rise 5 per cent; if they are 
reduced 10 per cent, prices rise 10 per cent; and so on down to 15 
per cent, the greatest reduction that has taken place during that 
time. A similar inverse one-to-one relationship holds for increases 
in pork supplies. 

This means that the consumer has been paying out approxi- 
mately equal amounts of money for pork each year. If any of the 
natural reductions in pork supplies during the period from 1922 
to 1933 had been the result of an AAA program, financed by a 
processing tax, the incidence of the effects of the tax on the con- 
sumer would have been this: He would have paid out the same 
total amount for pork as before, but would have gotten less pork 
for his money. The consumer would not have paid out any more 
money for pork, but presumably would have had to spend addi- 
tional amounts for other food to make up for the reduced quan- 
tity of pork. 

I have intentionally phrased this section in the past condi- 
tional tense, in order to focus attention on the question whether 
the price and quantity relationships that held from 1921 to 1933 


are likely to persist unchanged in the future. This same question 
arises in the next section also, and we will consider it fully there. 


Incidence of Reduced Hog Supplies on Farmers 


We turn now to consider the final question, the effect of re- 
duced hog supplies on the gross and net income of hog farmers. 
Our first step is to discuss the demand curve for hogs analogous 
to the demand curve for pork considered in the preceding section. 
And in considering this hog demand curve, we encounter diffi- 
culties like those encountered in setting up the demand curve for 
pork; but these difficulties can be resolved. The problems here do 
not arise from the measurement of demand, as in the section deal- 
ing with the demand curve for pork; they arise in connection 
with the measurement of hog production. 

The most satisfactory measure of hog production for our pur- 
poses is, I believe, the measure used in Figure 3; that is, the total 
weight of hogs slaughtered under federal inspection. But there 
are two others which should also be considered, and both of them 
result in somewhat different elasticities of demand for hogs. We 
may number these measures (1), (2) and (3). Measure (1) is the 
total weight of hogs slaughtered under Federal inspection (used 
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in Figure 4). Measure (2) is total hog slaughter, as estimated 
annually by the Bureau of Agricultural Economics. Measure (3) 
is provided by the spring and fall pig crop surveys. 

Only 64 per cent of the total slaughter of hogs is conducted 
under federal inspection. One might think, therefore, that total 
slaughter would be a better measure than slaughter under federal 
inspection. There are two or three objections, however, to the use 
of total slaughter. In the first place, federally inspected slaughter 
is an actual count, while total slaughter can only be estimated. 
Second, total slaughter figures are not available as currently as 
federally inspected slaughter figures,’* and are published only on 
an annual calendar-year basis, not on monthly basis like the fed- 
erally inspected slaughter figures. And finally, they include hog 
slaughter on the farm for farm consumption, that is, hogs that 
are slaughtered but not sold; it is a debatable question whether 
these hogs should be included in a study of the effects of a pro- 
gram on hog farmer’s money incomes. 

The third measure of hog slaughter is the pig survey spring 
and fall pig crop data. When these spring and fall data are com- 
bined (with proper weights) subjected to slight corrections, and 
reduced to index form,'* they show almost as clear-cut a relation 
with supplies and prices as the other measures of hog production. 
And by their nature, they are available, not only currently but 
(with proper adjustments for prospective average hog weights) 
for a year in advance. 

These three measures of hog slaughter (1) total weight of fed- 
erally inspected slaughter, (2) total slaughter, and (3) the com- 
bined spring and fall pig crops, when plotted against factory 
payrolls and hog prices, all yield well defined curves. The respec- 
tive elasticities are, for (1) —.50 for (2) —.35 to —.45,!* and for 
(3) —.47. 

These elasticities are nearly enough in agreement that one may 
accept approximately —.50 as the elasticity of the demand for 
hogs. On this basis, it is apparent that a small crop of hogs brings 
in more total income to the hog farmer than an average or large 
crop; for a reduction of 10 per cent in hog supplies raises hog 
prices 20 per cent, so that the total income is 90 x 120 — 10,800, 
or 8 per cent more than for an average crop. The effect upon the 
hog farmer’s net income, is, of course, more marked than upon 

4 The 1934 Year Book of Agriculture gives the figures only up to and including 1932: I 
7 recently received the data for 1933, direct from C. A. Burmeister. 


S. Andrews, of the Commercial Research Department of Swift and Co., drew this 


matter to my attention, and S. W. Russell of the same department was kind enough to send me 
the indexes they had prepared. 


16 According to the importance attached to the dot for 1923. 
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his gross income. This is true, not only because the ‘‘base’’ is 
smaller, but also because the costs of producing a small crop of 
hogs are somewhat less than the costs of producing an average 
crop. The farmer’s net income, therefore, is substantially in- 
creased by hog reduction. 


Effect of Reduction upon Demand Curve 


There is one more important question to be considered. The 
preceding analysis has been based upon data for the period from 
1921 to 1934. The question is this: Can the results of this analysis 
be projected into the future? Are the relationships that existed 
in the past 15 years likely to persist unchanged in the future? 

There are several reasons why the relationships may not hold 
unchanged. Some believe that the effects of the depression have 
so affected price relationships that pre-depression analyses are 
worse than useless because they are likely to be misleading. 
Others believe that the chief effect of the depression is the decline 
in the general price level that went with it; and that since the 
price level is now nearly half way back to the 1926 level, and is 
likely to continue to rise, the chief effect of the depression may 
be wiped out in the process of recovery, so that pre-depression 
relationships will become valid again. 

I myself am inclined toward the latter view. I am inclined to 
place more reliance on pre-depression analyses than some of my 
colleagues. But I am concerned about a different and perhaps 
more fundamental question; and that is, the effect of a somewhat 
permanent reduction in pork supplies upon the elasticity of the 
demand for pork and the location of the curve as a whole. It is 
well known that the elasticity of supply varies with the length of 
time considered. The same thing is true of the elasticity of de- 
mand. It also varies with the length of time considered. 

Some consumer habits are slow to change. If we have become 
accustomed to bacon for breakfast, we dislike to change our 
menu when bacon is searee and high in price. We will pay high 
prices for a small supply rather than change our habits suddenly. 
But if scarcity and high prices continue for several months and 
give every indication of continuing for several years, we are 
likely to weaken and change our menu rather permanently. We 
may change it for the duration of the scarcity, which would 
render our demand more elastic. We may go further, and develop 
a taste for some other breakfast delicacy that will replace our 
taste for bacon even if bacon supplies later become plentiful and 
low in price; this would shift the whole curve to the left. 
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This question should be given careful consideration. If it 
should be found that the danger from this source is slight, the 
case for continued reduction is made that much stronger. If it 
should be found that the danger is considerable, that should be 
regarded, it seems to me, as a factor in the long range hog situa- 
tion, rather than as a shortcoming of the AAA program, which 
is essentially an emergency program. The immediate benefits of 
this program are twofold (1) the greater total and net income 
which it brings to hog farmers, and (2) the less intensive crop- 
ping which it encourages and makes economically possible. At 
the present time, owing to the emergency, benefit (1), the en- 
hancement of incomes, appears to hog farmers to be the strongest 
feature of the program. It seems to me that if the enhancement 
of incomes should become somewhat less in the future, owing to 
possible changes in elasticity and position of the demand curve, 
the second benefit of the program, the soil and energy conserva- 
tion feature, would emerge more clearly, warranting general sup- 
port of the program on that basis alone. The AAA would become 
more flexible, and would gradually merge into a long time land 
utilization program; it would aim, not at a uniform crop reduc- 
tion, but at a regionally differentiated reduction, not primarily 
for raising agricultural prices but primarily for checking further 
exploitation of our agricultural resources. 

During the depression, agriculture is well within its rights in 
reducing production and supporting its prices; when industrial 
production is reduced 40 per cent, as it was at the bottom of the 
depression, corn-and-hog agriculture is certainly entitled to the 
10 or 15 per cent for which it has been striving. But after the 
depression is over, agriculture will base its long range program 
for some form of controlled production, not, let us hope, upon 
agriculture’s need of higher prices, but on the general social need 
for the most economic use of the agricultural plant as a whole. 
That, it seems to me, is the basis that will eventually replace 
parity price, and will be a basis to which all can subscribe with- 
out reservation. And on that basis, the first necessity will be to 
use the AAA to curb the rapid exploitation and depletion of our 
agricultural resources that appears inevitable under free and un- 
limited individual competition. 


Discussion By J. Roy BLoucu 
UNIvErSITY oF CINCINNATI 


Dr. Shepherd’s excellent paper is divided into two principal parts: 
The first dealing with the immediate or short-time incidence of the 
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processing tax on hogs; the second dealing with its long-time effects. 
Let us examine separately these two parts. 

His conclusion as to the immediate incidence of the tax is that it is 
not on the packers, the retailers or the consumers but on the farmer 
producers. It can not be on the packers because broadly speaking they 
have widened their margins by an amount equal to the tax. It can not 
be on the retailers because the trend of the spread between wholesale and 
retail pork prices has not changed. It is not on the consumer because 
his demand has an elasticity of unity while the supply of hogs has prac- 
tically no elasticity in the short run. 

The evidence submitted for concluding that the immediate incidence 
is not on the packers would seem to be adequate in indicating that no 
large part of the tax is borne by them. However, it does not appear con- 
clusive that no part of the tax may be borne by them. Figure 1 indicates 
seasonal elements of variation in margins but the period is too short to 
show a comparison with margins in the corresponding period in previous 
years. Furthermore, there is no indication that consideration was given 
to the higher costs to packers caused by the introduction of the codes of 
fair competition under which the packers’ margins should be larger. This 
latter statement also applies to the margins of retailers. I am not stating 
that packers and retailers actually bore any part of the immediate tax 
but rather that the evidence is not complete that they did not. 

Without stopping at this time to analyze Figure 2 from which is de- 
rived a measure of elasticity of demand, it seems to me to be a logical 
conclusion that the great bulk of the tax falls in the first instance on 
the producer. I am not entirely convinced, from the evidence presented, 
that the mechanism of price fixing works so precisely that none of the 
tax may fall on the consumer. It is clear from Figure 1 that when the 
processing tax was imposed and each time it was increased, the immediate 
effect was not a decrease in the prices of hogs to the farmer but an 
increase in the prices of hog products. For the moment at least, the inci- 
dence was on the consumer rather than the producer. May not some of 
the tax have continued to rest on him due to imperfections in competition? 

My general conclusion on the immediate incidence of the tax is, thus, 
that Dr. Shepherd has made his case regarding the bulk of the tax but 
that there are some minor aspects which are not adequately supported. 

I turn now to the question of long run incidence. In the early part of 
his paper, the author sets the theme for the second main division of the 
paper as being “the incidence of the effects of the tax, after they have 
had time to work out.” But the word “effects” is defined to mean “the 
corn and hog reductions prescribed by the AAA and the various indi- 
vidual responses of farmers and others not thus prescribed.” His discus- 
sion deals exclusively with the effects of the reductions prescribed by 
the AAA on corn and hog production. This, however, is a very different 
thing from the incidence of the processing tax itself. The reduction in 
corn and hog production is an effect of the processing tax on hogs only 
in the general sense that the reduction was financed by the tax. It would 
be entirely possible to impose the processing taxes without prescribing 
crop reductions. It would likewise be entirely possible to prescribe crop 


1In the discussion from the floor it was stated that the packers had not signed a code, 
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reductions and finance them from some source other than the processing 
taxes. The author, in this part of the paper, has dropped the processing 
taxes out of consideration and is dealing only with the reduction program. 
I shall return to the long time incidence of the processing taxes later and 
for the present consider his discussion of the incidence of the reduction 
program. 

The author’s general conclusions are that the burden of the reduction 
program is on the consumer who will pay higher prices for pork products, 
that the benefit is to the farmer who will receive higher prices for his 
hogs, and that the packers and retailers may or may not widen their 
margins to make up for the smaller number of hogs slaughtered. To this 
perhaps no one will take exception. 

More specifically, he discusses how much higher prices to consumers 
will go and how much higher prices to farmers will go. His conclusion is 
that probably about the same total amount will be spent on pork regard- 
less of the amount of pork consumed, with prices moving inversely to 
consumption to achieve this result. This conclusion is based on the calcu- 
lation of demand curves by relating pork prices, consumption of pork, 
and indexes of consumers’ incomes. Somewhat different indexes and 
methods were applied in three cases, deriving elasticities of demand for 
pork varying from —.55 to —.72 and —1.0. 

The author prefers the method giving an elasticity of —1.0. This index 
employs the gross income of corporations as representing consumers’ 
incomes. Not only is this designation subject to objection as the author 
has indicated, but the use of this index in this manner is subject to criti- 
cism. Gross income of corporations includes much that is not consumers’ 
income and excludes much that is consumers’ income. It includes gross 
income later paid out either to foreign countries for goods imported, or 
as dividends and interest which were probably reinvested rather than 
spent for consumption and it includes also corporate surpluses not paid 
out at all within the year. The relative proportions of these items to the 
total are not uniform from year to year. For example, in the few years 
preceding 1930 corporate surpluses were being built up at a rapid rate 
while since that time they have been reduced and accumulation of pre- 
vious years have been paid out and spent for consumption. Again, non- 
corporate incomes are not included, and no account is taken of the vary- 
ing and increasing proportions of total income represented by corporate 
income. Accordingly, this index of consumers’ incomes which the author 
appears to prefer is not accurately representative of such incomes and 
doubt is accordingly cast on the results. The choice of words in this 
section of the paper indicates a tendency, which I believe was not in- 
tended but which often occurs in statistical work and which I accord- 
ingly mention. This is the tendency to search for some index which will 
give “good results.”” While experimentation of this kind with statistical 
data is often very fruiful it involves the dangerous assumption that there 
are certain results to be found if only the proper method is used. The 
fact, however, may be that the results expected are non-existent and that 
manipulating data to secure them gives misleading results. Thus, it may 
be that over the ten- or eleven-year period employed—a period involving 
prosperity and depression—there are variations in the elasticity of de- 
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mand of such magnitude as to make impossible the determination of a 
measure of elasticity by the method employed. 

The author’s conclusion as to the effect of the reduction program on 
farmers is that the gross income of farmers will be increased somewhat 
and the net income will be increased more, these results being due to the 
increase in prices and the decrease in the costs of producing a smaller 
crop. This conclusion rests on a statistical process similar to that em- 
ployed in computing elasticity of consumer demand and is subject to 
the same reservations. 

In view of these considerations the author has properly presented his 
conclusions as to the rise in prices and incomes in conditional form. 

It should be observed that the incidence oi the reduction program for 
hogs may be affected by the reduction programs in competing commodi- 
ties. This was apparently considered beyond the scope of the paper. 

Let us return to the question of the long time incidence of the process- 
ing tax as such distinguished from the incidence of the reduction program. 
As pointed out above the tax might be imposed either in conjunction with 
or separate from the reduction program. The present processing tax is 
imposed as a means of financing the reduction program. There seems 
every reason to believe that the long time incidence of the bulk of the 
tax at least is on the producer and that the farmers are thus in effect 
paying themselves the reduction benefits. The reasoning back of this con- 
clusion is that in the long run a tax is ordinarily shifted forward to the 
consumer only by its effect in reducing supply. The proctessing tax in 
this case does not reduce the supply of hogs or have any effect whatso- 
ever on it. The supply is determined by the reduction program, not by 
the tax. 

If, however, the processing tax were imposed not to finance reduction 
contracts but as a general tax for the ordinary uses of government and 
if no reduction program were in force and no benefits were paid, the 
incidence of the tax would undoubtedly be to a considerable extent on 
the consumer, since the tax would constitute an increase in the cost of 
production if shifted to the farmer and would act to decrease the supply 
of hogs with resultant rise in price. There is no time here, if indeed the 
facts are available, for an analysis of the conditions of cost and other 
factors determining the amount of the rise in price which would be 
caused by such a tax. 

May I now pass to another topic related to although not so directly 
bearing on the paper, namely, the profound economic and political sig- 
nificance of the incidence of the processing tax on hogs, as now employed 
to finance the crop reduction program? This is not merely an academic 
matter but one of rather far reaching importance. 

If the incidence of the tax is on the farmers producing the taxed com- 
modities, the tax serves merely as a means of inducing all producers to 
join in the crop reduction program. It is in effect a huge checkoff system 
such as is used to collect dues by the miners’ union. In that system the 
contract between the employers and the union provides that the em- 
ployer shall deduct the union dues from the pay envelopes of the men. 
The farmer has no employer, so the government collects the dues from 
the processors in order to persuade all producers to join the group in 
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imposing restrictions of output similar to those which unions enforce on 
laborers and which trade agreements enforce on business men. 

If, however, the incidence of the tax is on the consumer, the processing 
taxes amount to a subsidy that one great class of citizens is obliged to 
pay to another great class of citizens to induce this latter class to restrict 
output and raise prices. There is no previous example in our history of 
subsidies on this scale, or to my knowledge of any subsidy the purpose 
of which was to bring about reduced instead of increased production. 
Tariffs have had the effect of great subsidies but the amounts collected 
have not been paid to the benefited groups and the effect has been to 
increase the production of the benefited group. If the incidence of the 
processing taxes is on consumers a great precedent has been set for the 
redistribution of wealth and income among producing classes by the 
taxation-subsidy system. 

If, by chance, the incidence is on the packers or other middlemen groups, 
the processing taxes might properly be considered an epoch-making step 
in the reduction of the margins of the middlemen in the processing and 
marketing of farm products. 

Suppose that the incidence of processing taxes is on consumers. There 
is then no reason why the consumers of particular farm products should 
be singled out to finance a program of which the only justification is its 
general social value. The processing taxes bear no relation to ability, and 
so far as benefit is:-concerned the consumers of these taxes are called 
upon to bear the total burden both in taxes and higher prices due to 
the crop reduction program, while society in general is expected to reap 
the benefits. Accordingly, if the incidence of the processing taxes is on 
the consumer they constitute an illogical and unjust method of financing 
the crop reduction program. There might well arise extreme resentment 
against a program that penalizes the consumer not only by a reduction 
in supply but also by forcing him to pay the subsidy with which the 
government entices the farmer to participate in the program. This resent- 
ment might very possibly result in an ‘overthrow of the whole program. 

On the other hand, if the incidence is on the farmer, as it appears to be, 
he is getting a good deal less from the program than he may expect, 
since, if I am correctly informed, many farmers, at least, expect to have 
their income increased both through higher prices and cash benefits. 
It would no doubt come as a shock to many of them to discover that 
they are paying themselves the cash benefits of the reduction program. 
Resentment against a program that thus led them into believing that 
they would get something for nothing might result in its overthrow in 
spite of its benefits through crop reduction. Or, again, it might lead to 
a strong demand for the repeal of the processing taxes and the substi- 
tution of some other source of revenue. 

In passing, it may be observed that if the incidence of the processing 
taxes is believed to be on farmers, the task of convincing the United 
States Supreme Court that the taxes represent a constitutional exercise 
of the taxing power may be easier than would otherwise be the case. 
The court commonly appears to consider the fairness of a tax as well as 
strictly legal precedents in deciding questions of constitutionality. It 
seems eminently fair that farmers should bear the burden of financing 
a program that will presumably bring them benefits. 
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A minor but interesting aspect of the incidence of the processing tax 
on hogs is its significance in relation to the export of pork upon which 
the processing tax is refunded. Let us consider the first stages of the 
program, during which the processing tax is imposed but production is 
not curtailed. If the incidence of the tax is on the consumer, the price of 
pork products is increased by roughly the amount of the tax. When the 
pork products enter international trade the tax is refunded leaving the 
packers with neither advantage nor disadvantage in exporting. If, how- 
ever, the incidence of the tax is on the producer, the situation is different. 
There can be no distinction between the price of live hogs intended for 
the domestic market and of those for foreign trade. Accordingly, the 
tax will be shifted to the producer regardless of whether the products 
are to be exported or not. The price of pork in this country would remain 
the same as before the imposition of the tax. When the tax was refunded 
at the time of export it would constitute a subsidy of no mean propor- 
tions, this subsidy incidentally being paid by the farmer. If there were 
a free market for our pork abroad the increased sales made possible by 
a lower price made possible in turn by the refunding of the tax would 
remove pork supplies from domestic consumption and thus increase the 
price of hogs to the farmer. With our sales of pork abroad largely 
limited by quotas, however, sales can not readily increase and the packer 
would appear to be the sole beneficiary at the expense of the farmers. 

In the later stages of the program when the crop reduction measures 
have become effective, the benefit to the packers becomes of less signifi- 
canee, because with higher domestic prices for pork the packers will likely 
be obliged to hold their selling price abroad below the domestic price 
in order to sell their product. This they are enabled to do through the 
refund of the tax, but in so doing the benefit to them should be expected 
to decrease or be wiped out unless pork prices in other producing coun- 
tries rise in the same degree as in this country. 

It is perhaps apparent that I have approached this subject not as an 
agricultural economist, but as a student of taxation. Many tax economists 
oppose the employment of tax measures to control industry or redistribute 
wealth. I can not agree with that position, believing that any power of 
government may properly be employed to accomplish any legitimate 
governmental purpose. The processing taxes represent a powerful instru- 
ment of general economic control and I have no doubt will be employed 
in various ways in the future. 

It should perhaps be observed, however, that the use of the taxes to 
finance a program of crop reduction involves a serious danger. It would 
be a most serious matter if the farmers became convinced that the way 
to prosperity lay in continued crop reduction. If every group in the com- 
munity, seeing the farmer’s success, were to adopt the same philosophy 
we should soon lower our standard of living to a serious degree. Crop 
reduction is no doubt desirable under certain conditions as an emergency 
measure or as an instrument in group bargaining but as a philosophy of 
wealth or a long time program, it has inherent dangers of the greatest 
gravity. 
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THE CITRUS MARKETING AGREEMENTS! 
A. W. McKay 


AGRICULTURAL ADJUSTMENT ADMINISTRATION 


Citrus marketing agreements covering the California-Arizona, 
Texas and Florida producing areas are now in effect. In addition 
a marketing agreement for citrus fruit grown in Puerto Rico has 
been tentatively approved. These four marketing agreements 
make possible regulation of shipments of citrus fruit from the 
several producing areas. They exempt shippers from liability 
under anti-trust statutes for acts performed in accordance with 
the terms of the agreements. Licenses issued under the agricul- 
tural adjustment act make mandatory the compliance of all ship- 
pers. All the agreements are similar in purpose, but present some 
important differences in methods. 

The California-Arizona and Texas agreements are between 
shippers of citrus fruit and the Secretary of Agriculture. The 
Florida agreement and the tentatively approved Puerto Rico 
agreement are between growers and shippers and the Secretary. 
Under an amendment to the agricultural adjustment act, passed 
subsequently to the approval of the California-Arizona and Texas 
document, growers as well as shippers may become parties to 
marketing agreements. 

The agreements are administered by committees of growers 
and shippers. The California-Arizona agreement is administered 
by two committees—an advisory committee of eight growers and 
a distribution committee of eight men engaged in the marketing 
of citrus fruit. Four members of both committees are selected by 
the California Fruit Growers Exchange, two by the Mutual 
Orange Distributors, and two by independent shippers. The 
Texas committee is made up of seven men, six shipper represen- 
tatives and one grower. One member is selected by each of three 
cooperative groups, three are elected by independent shippers, 
and the seventh, who must be a grower not affiliated with any 
marketing organization, is elected by the other six members of 
the committee. 

The new Florida agreement provides for a committee of thir- 
teen of which seven are growers selected by the Secretary to rep- 
resent specified districts in the citrus area. The six shipper mem- 
bers, after this season, will be elected by shippers on the basis 


1 This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 
Association, Chicago, December 28, 1934. 
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of the quantity of fruit shipped during the previous season. For 
example, any shipper or group of shippers who this year handled 
as much as one-sixth of the total quantity shipped out of the state 
may apply to the Secretary for recognition as an elective body, 
and upon obtaining such recognition, may elect one member of 
the committee. Members selected by shippers are subject to the 
approval of the Secretary and the Secretary may appoint one or 
more shipper representatives to the Committee in the event that 
six are not elected under the method described. A member of the 
Committee, or the organization he represents, must be a party to 
the marketing agreement in order to be eligible to serve. 

The Puerto Rico agreement, when approved, will be adminis- 
tered by a committee of five elected by citrus growers at a gen- 
eral election. Three members will be elected by growers voting in 
accordance with the quantity produced by each during the previ- 
ous season. Two are to be selected by a ‘‘one-man one vote’’ elec- 
tion. 

The general powers of the committees are to supervise the per- 
formance of the agreement, to elect necessary officers, appoint a 
manager, and other employees, and to investigate suspected vio- 
lations of the agreements. 


Regulation of Shipments 


The heart of every agreement is the provision for the proration 
of shipments. Briefly, all agreements provide that the committee, 
after due notice, may determine the quantity of citrus fruit which 
it is advisable to ship during any period. The practice followed 
is to establish a proration period of one week and to specify the 
number of carloads which may be shipped during the week. Cali- 
fornia-Arizona is the only area from which total shipments have 
been prorated for any length of time. 

After determining the total number of cars that may be 
shipped, the Committee must allot shipments equitably to each 
shipper. Under the California-Arizona agreement, and the tenta- 
tively approved Puerto Rico agreement, the basis of allotments 
is fruit controlled, either by ownership or through a marketing 
contract. In Florida and Texas the large number of operators 
who buy their supplies from week to week makes it impossible to 
make allotments solely on the basis of fruit controlled. 

Consequently, in the two latter states, a shipper’s allotment is 
determined either by the quantity of fruit he controls or by his 
past performance; that is, by the average quantity he has 
shipped during a two-year base period. Fruit controlled, or past 
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performance, whichever is the greater, determines the allotment 
made to any shipper. Provision is made for adjustment of past 
performance to the current crop and for successive readjust- 
ments which make the current performance of a shipper a factor 
in allotments as the season progresses. Fruit controlled by ship- 
pers is also adjusted by deducting consecutively ‘‘fruit disposed 
of in any manner whatsoever.’’ Each shipper’s portion of the 
total advisable shipments during any period is determined by 
multiplying this total by the shipper’s ‘‘prorate percentage,” 
which is calculated in accordance with one of the methods de- 
scribed. 

Equitable allotments to shippers constitute a problem in any 
proration plan. Securing equity among growers is also difficult, 
particularly under Texas and Florida conditions. In Puerto Rico 
the majority of the growers are also shippers. In California and 
Arizona over 80 per cent of the fruit is shipped by cooperatives, 
and members are assured of equitable treatment within their own 
groups. 

Shippers who buy the fruit they handle, however, are under no 
compulsion to distribute their allotments among the growers 
they customarily serve. Under extreme conditions all the fruit of 
Grower A might be shipped, while Grower B would be unable to 
find a market for his crop. 

The California-Arizona agreement attempts to meet this prob- 
lem by permitting growers whose fruit is not controlled by any 
shipper to apply for allotments. These allotments may be accu- 
mulated for two proration periods and may then be transferred 
to a shipper, or the grower may ship the fruit allotted to him, in 
which case he becomes a shipper in his own right. 

The Florida and Texas agreements now provide for the issu- 
ing of certificates to every grower. The certificate specifies the 
estimated number of boxes of each kind and variety of fruit, pro- 
duced by the grower. A shipper must file with the Control Com- 
mittee growers’ certificates covering the quantity of fruit he de- 
sires to ship during any period. If his allotment is based on fruit 
controlled, he will get credit only for such fruit as is represented 
by certificates filed with the control committee. Therefore, a de- 
gree of competition is assured for the grower’s fruit. 

Except for grade-and-size restrictions which will be discussed 
later, there is no certain method provided in the Florida and 
Texas agreements of assuring grower’s equitable participation 
in the market. An elaborate plan was presented in the agreement 
on which a hearing was held in Florida. Briefly this plan pro- 
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vided (1) that the committee should determine at the beginning 
of the season the percentage of the crop which must be withheld, 
and (2) that the grower certificates should specify the number of 
boxes, of the total which the certificate represented, which might 
be shipped by licensed shippers. This plan was finally rejected 
because it is a practical impossibility to determine at the begin- 
ning of the season what part of the crop may be profitably mar- 
keted; and also because the inaccuracy of individual grove esti- 
mates would create wide inequalities between growers. The job 
of checking and rechecking the crop on possibly several thousand 
individual groves appeared too large an order for the committee. 

Both the Florida and Texas agreements, however, give the 
control committee authority to limit the shipments of certain 
grades and sizes of fruit. This appears to be a practical plan for 
determining from time to time the quantity as well as the quality 
of the fruit which shall be held off the market. Under this pro- 
vision the committee may permit only fruit meeting the require- 
ments of U.S. No. 2 or higher grades to be shipped. The commit- 
tee may also restrict or prohibit the shipment of fruit of such 
sizes as it may specify. 

A restriction of this kind bears heavily on the grower whose 


fruit for any reason is inferior in quality. Opportunity accord- 
ingly is given growers who are unduly penalized to apply for 
exemption after two-thirds of the crop, affected by grade-and- 
size regulations, has been shipped. 


Allotments to Auction Markets 


The Florida agreement also gives the committee authority to 
prorate shipments to ten markets where fruit auctions are con- 
ducted. This provision is not found in any other citrus agreement. 
The proponents of the ‘‘auction prorate’’ claim that indiscrimi- 
nate shipping to auction destroys values in the larger centers and 
in turn prices in outlying cities are depressed. The development 
of a refrigerated steamship service from Florida ports and the 
comparatively low freight rate applying to shipments by boat 
has been conducive to congestion in the northern seaboard mar- 
kets, particularly New York. 

Allotments to the auction markets are based primarily on ship- 
ments made to those markets by the distributor during previous 
seasons. Under the present Florida agreement an auction prorate 
can be made only when a volume prorate is in effect unless the 


prior approval of the Secretary to a separate auction prorate is 
obtained. 
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Unless total shipments from the state are restricted by a vol- 
ume prorate, restriction of shipments to auction markets tend to 
create more favorable prices in those markets than are found in 
the smaller cities which may be receiving excessive shipments. 
Do the more favorable markets belong to the shippers in the pro- 
portion in which they have sold in these markets during previous 
seasons, or should all shippers be permitted to participate in pro- 
portion to their total shipments? Whichever way this question is 
answered, strenuous objections are raised by individuals ad- 
versely affected. 

In addition, an auction prorate directly affects trade relation- 
ships, and cannot take into account the changeable character of 
such relationships. There is often reasonable ground for com- 
plaint on this account. A shipper, because of his relationship with 
a wholesale receiver, may have sold a large number of cars in 
Chicago last season. This year this connection may be discontin- 
ued, and the shipper may make similar arrangements with whole- 
salers in Philadelphia and New York. His past performance 
under an auction prorate may permit him to make heavy ship- 
ments to Chicago and not allow him to ship a sufficient number of 
cars to New York and Philadelphia to enable him to carry out his 
agreements. It appears desirable, therefore, to use the auction 
prorate as an adjunct to a volume prorate and only in emergen- 
cies to prevent congestion in the larger markets. 


National Stabilization 


The three agreements now in effect, and the tentatively ap- 
proved agreement for Puerto Rico, contains similar articles set- 
ting up a National Stabilization Committee for oranges and a 
National Stabilization Committee for grapefruit. Provision is 
made for the appointment of a National Citrus Coordinator by 
agreement between the two committees, and with the approval of 
the Secretary of Agriculture. 

National proration of oranges or grapefruit may be established 
by the appropriate committee, with the approval of the Secretary, 
by a vote of seven of the eleven members of the national commit- 
tee for oranges, or by a vote of six of the ten members of the 
national committee for grapefruit. Upon the institution of na- 
tional proration for oranges or grapefruit, the appropriate 
national committee may limit the quantity which may be shipped, 
and this quantity shall be allocated among the various states and 
Puerto Rico, respectively, ‘‘on the basis of the fruit available for 
shipment or fruit shipped in any period.’’ 
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No action has yet been taken under the national stabilization 
plan. The national committees have met on two occasions, and 
discussed the problems of the several areas, with a resulting 
clarification of their problems. 

The national plan extends and coordinates the control exer- 
cised by state committees. It is based on the premise that the pro- 
duction of citrus fruit in the United States is one industry, and 
that markets can best be stabilized by the cooperation of all areas. 
The object is to obtain reasonably profitable returns for the effi- 
cient producer wherever he is located. This is the point of view 
which a Federal agency must take in considering the problem. 

Objections to the national plan come from consideration of the 
advantages, real or imaginary, of a particular area. Florida can 
ship oranges to the large markets of the East at less cost than can 
California. Texas may be able to produce grapefruit at less cost 
than Florida can, and has an advantage in several middle western 
markets. The development of a boat service from Texas to New 
York, which is promised for early next year, will neutralize the 
advantage Florida now has with regard to grapefruit shipments 
to eastern markets. 

It is difficult to see how the present advantages of any area 
will be affected by national proration. The area with low produc- 
tion costs and comparatively low freight rates will continue under 
national proration to obtain a greater net return for its growers, 
provided the product sells for the same price, than will the area 
with higher costs. The point is, shall this net return be made 
profitable through regulation, or shall it continue at unprofitable 
levels? 

Certain individuals no doubt consider it advisable to follow the 
theory of the survival of the fittest. If that theory is to be fol- 
lowed to its logical conclusion all regulations, state or national, 
are a handicap in what is after all a finish fight and marketing 
agreements are useless. If the theory of regulation is to be fol- 
lowed, it should also be followed through logically to national 
control. 

The situation which the citrus marketing agreements are at- 
tempting to meet is one of greatly increased supplies during a 
period of low purchasing power. E. W. Braun, in a publication 
issued last March,? analyzed conditions in the citrus industry in 
detail. Production of both oranges and grapefruit, particularly 
grapefruit, will continue to increase for a number of years. There 


2“The Citrus Program Under the Agricultural Adjustment Administration,” United States 
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are approximately 535,000 acres of oranges in the United States 
at the present time, of which 75,000 acres, or 14 per cent, are not 
yet of bearing age. Of the acreage in bearing 38 per cent is less 
than 15 years old, and, consequently is not yet in full bearing. 
Florida now has approximately 260,000 acres of oranges, of 
which 39,000 acres are not yet of bearing age. 

The situation with regard to grapefruit is more serious. There 
are approximately 212,000 acres of grapefruit trees in the United 
States. About 30 per cent of the total acreage is not yet in bear- 
ing. The present crop, therefore, was produced on 151,000 acres, 
of which only one-fourth, or about 38,000 acres, is as much as 15 
years old, and therefore considered in full production. Florida 
has about 90,000 acres of grapefruit trees, of which approxi- 
mately nine per cent is not yet in bearing. In Texas, there are also 
about 90,000 acres in grapefruit, of which about 47 per cent is not 
yet of bearing age. 

Prices of oranges and grapefruit are determined principally 
by the supply which is offered and the buying power of consum- 
ers. The result is that citrus growers may receive a greater return 
per box and per acre for a small crop than they do for a large 
crop. Studies of the price of citrus fruit show that, with a con- 
sumer buying power equal to that prevailing during 1931-32, a 10 
per cent decrease in the supply of oranges results in a 35 per cent 
increase in the farm price per box. Stated another way, a crop of 
40 million boxes will probably return about 56 million dollars to 
the orange growers of the United States at the packing house 
door. A crop of 36 million boxes, or 10 per cent less, would return 
approximately 69 million dollars to the growers. 

The same conditions apply to grapefruit, although the quoted 
prices of grapefruit during the early part of the season are also 
affected by the price of oranges. Under 1931-32 conditions com- 
mercial shipments of 10 million boxes of grapefruit would bring 
back 5 million dollars more to the growers than they would get if 
shipments had been increased to 15 million boxes. 

In conclusion, I want to sum up the difficulties and advantages 
of the citrus program. Reference has been made to some of the 
operating problems. None of these is insuperable. The opposition 
of those interests who benefit from heavy shipments, regardless 
of prices to growers, is to be expected and may be strong enough 
in certain areas to make efficient operation impossible. There are 
indications that the producers must be more definitely made a 
part of the plan. The possible effect of the agreements in increas- 
ing production is a problem for which as yet we have no answer. 
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On the other hand, there is plenty of evidence that the operation 
of the agreements in California and Florida last season resulted 
in increased returns, aggregating several million dollars, to the 
growers of those states. There are indications also that with 
proper regulations more fruit can be sold at a given price than 
without regulation. With production due to increase for the next 
five to ten years, failure to control shipments will result in ex- 
tremely low prices, distress to all producers, and bankruptcy of 
many individuals. With regulation, it should be possible to secure 
reasonable returns for efficient producers. 


A Discussion sy V. Nosie 


UNIVERSITY OF FLORIDA 


Marketing agreements and licenses under the Agricultural Adjustment 
Administration were well discussed by Messrs. Tapp, Braun and Ras- 
mussen at the meeting of this association a year ago.’ The discussion 
was brought down to date and many additional contributions made to 
the subject by Mr. H. R. Tolley in his address before the American Farm 
Bureau Federation.? In the paper by Mr. McKay the application of 
these marketing agreements to citrus in the principal citrus areas seems 
to be adequately described. There are a few points in connection with 
these agreements that I should like to bring before this group. Some of 
these points will be mere expression of opinion; others will be in the 
form of questions to which I have seen and have no definite answers. 

Who should be parties to a citrus marketing agreement? I believe that 
citrus producers and they only should be parties to a citrus marketing 
agreement with the Secretary of Agriculture, if the real purpose of the 
agreement is to benefit citrus producers. Of course, truly cooperative 
marketing organizations that are representing growers’ interests should be 
classed as growers. The interests of growers, packers and shippers of citrus 
fruits are too divergent for them to come together in an agreement that 
will always be to the growers’ interest. Human nature must change before 
these three groups can work in harmony, for example, in volume proration 
as long as packers and shippers are being reimbursed on the box basis. 
The action at the last session of the Congress to amend the agricultural 
adjustment act so that individual producers might be parties to a market- 
ing agreement was commendable. Florida has taken advantage of this 
action by picking a majority of the members of its control committee from 
the grower group. In the proposed Puerto Rico agreement, the entire com- 
mittee will be composed of growers. 

I also believe that there should be a referendum of growers to determine 
their wishes as to the desirability of a marketing agreement. If an agree- 
ment is considered desirable by the growers, then the growers should elect 
their own control committee from among their number. The method used 

1 Journal of Farm Economics, Vol. XVI, No. 1, pp. 99-114. 
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in selecting the control committee in the proposed Puerto Rico agreement 
seems a good one. 

Mr. McKay states that proration is the heart of all citrus agreements. 
Is it a sound heart? Prorations in a single area often do not seem desirable 
because markets are lost to other citrus areas that are not prorating. Or, 
markets may be lost to competing fruits. How should growers’ quotas be 
arrived at in the event that some growers have outlets for a portion of 
their fruit through by-products plants? In the present agreements, this 
by-product fruit does not affect the growers’ quota certificates. Does this 
not penalize the better growers, perhaps, who are not selling any by- 
product fruit? This same principle would apply in the event of a freeze, 
hurricane, drought, flood, disease or insect pest epidemic. Those growers 
who have suffered least in such calamity due to their location or care of 
their groves, would suffer most from the present prorating method. 

What Mr. McKay has said concerning the auction prorate for citrus 
fruits I would apply to volume prorate for the crop. That is, volume pro- 
ration should be used only in extreme emergencies when the economic 
stability of the industry is being or is about to be imperiled by the exist- 
ing marketing conditions. 

National Proration. Authorities on marketing agreements have conceded 
that such agreements work to best advantage in geographically compact 
areas of production. How, therefore, to work out a system of national pro- 
ration for citrus fruit which would be fair to citrus areas so vastly differ- 
ent as California, Texas, Florida and Puerto Rico, I am unable to under- 
stand. I do not agree with Mr. McKay that with national proration areas 
of low costs and low freight rates will obtain greater net returns, provided 
the product sells for the same price. It will depend upon the economic 
condition of the commodity in the low cost areas at the time proration is 
made effective and how severe the cut made in the marketable crop. I 
cannot see where a straight percentage proration can ever be equitable for 
low cost areas. Perhaps I am one of the few individuals who still believe 
in healthy competition for agriculture as well as for other industry. 

Again, in the matter of smaller crops bringing more money than larger 
crops, I doubt if this would be true if we did not have the ups and downs 
in the size of our crops. It takes the large crops with their accompanying 
low prices to create new markets and new demands in old markets for a 
given commodity. After these demands have been established, there is a 
tendency for them to carry over through seasons of low supply with higher 
prices. If these higher prices should become established by an artificial 
manipulation of the supply, would not the consumer return to competing 
commodities? 

Marketing agreements should be recognized as tools to be used only in 
cases of real emergency. Certainly our farmers cannot hope to get a higher 
net return by producing less of everything, but there are times when even 
our most efficient producers need some outside aid to help them through 
difficulties, the causes of which are often beyond their control. 
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MARKETING AGREEMENTS FOR VEGETABLES AND 
FRUITS OTHER THAN CITRUS FRUITS! 


H. R. WELLMAN 


AGRICULTURAL ADJUSTMENT ADMINISTRATION 


Restoration of the purchasing power of producers of fruits and 
vegetables through the establishment and maintenance of the 
balance between the supplies and consumption of these products 
is sought to be achieved under the agricultural adjustment act 
by means of marketing agreements. These marketing agreements 
are between the Secretary of Agriculture and producers, associa- 
tions of producers, processors, and others engaged in the hand- 
ling of such commodities, and are supplemented by an accom- 
panying license issued by the Secretary. 

Exclusive of oranges and grapefruit, eighteen marketing 
agreements and licenses on fruits and vegetables are now in 
effect. These relate to California fresh deciduous tree fruits (ex- 
cept apples), California Tokay grapes, walnuts grown in Cali- 
fornia, Washington, and Oregon, Northwest fresh deciduous tree 
fruits, California ripe olives used for canning, California fresh 
asparagus, Florida celery, California raisins, California dates, 
cling peaches canned in California, potatoes grown in the South- 
eastern States, Western Washington vegetables, Florida straw- 
berries, Gravenstein apples grown in California, watermelons 
grown in the southeastern states, California prunes, Colorado 
peaches, and California canning asparagus.” 

Prior to the enactment of the agricultural adjustment act pro- 
grams similar in purpose and in general design to those de- 
veloped under marketing agreements had at various times been 
undertaken in connection with five of the crops listed above; 
namely, California Tokay grapes, raisins, dates, cling peaches 
and prunes. One of the outstanding difficulties encountered in the 
earlier programs was the existence of a minority group who re- 
fused to participate in the marketing plan and carry its propor- 
tionate share of the burden of supply control although it received 
material benefits from the enhanced prices resulting therefrom. 
Usually the programs were started with growers controlling 80 
per cent or more of the total crop participating. The increase in 
returns to these growers, while not quite as large as they would 


1 This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 
Association, Chicago, December 28, 1934. 
2 License only. 
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have been if all the growers had joined in the plan, was neverthe- 
less, substantial. In many cases, however, the increase in the re- 
turns to the nonparticipating growers, was even larger. Thus the 
man on the outside often gained a relatively greater advantage 
from the program than the man on the inside. Under this situa- 
tion withdrawals by one means or another soon began, and as 
the monetary advantages of being among the small percentage 
on the outside became more widely recognized the rate of with- 
drawals increased. Instead of having 85 per cent of the crop 
under the program, only 80 per cent remained, then only 75 per 
cent, and finally the entire program was abandoned. Growers who 
stayed out of the marketing plan or who withdrew shortly there- 
after in order to be among the 15 or 20 per cent who shared in 
the benefits without bearing any part of the burden of supply 
control frequently found that instead of being among the 15 per 
cent they were among the 100 per cent; that in escaping the bur- 
den of supply control they had assumed the much greater burden 
of uncontrolled supplies. 

In the marketing agreements under the agricultural adjust- 
ment act, the difficulty connected with the refusal of the minority 
to cooperate is overcome by the use of an accompanying license. 
Usually from 75 to 95 per cent of the handlers sign marketing 
agreements and agree to be bound by their terms. A small minor- 
ity, however, varying from 5 to 25 per cent refuse to cooperate 
voluntarily in the program agreed upon by the large majority. 
A license embodying the provisions of the marketing agreement, 
therefore, is issued by the Secretary of Agriculture to all hand- 
lers which prevents a he from rendering the program 
ineffective. 

Both the economic provisions and the mechanics of operation 
vary greatly between agreements. In each case an attempt has 
been made to fit the marketing agreement to the characteristics 
of the commodity, the methods of marketing and the thinking 
of the people. Hard and fast rules have been avoided. In general, 
returns to growers are influenced in one or more of three ways: 
(1) regulation of the quantity marketed, (2) regulation of the 
quality marketed, and (3) establishment of minimum prices. 

Several of the marketing agreements provide for the determi- 
nation of the total supply to be marketed for the entire season 
prior to harvesting and for limitation of the volume marketed 
during the season to the predetermined total. In the case of cling 
peaches, canning asparagus, Gravenstein apples and early pota- 
toes, provisions are made for a fixed volume, while in the case of 
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raisins, prunes, walnuts and ripe olives, provisions are made for 
a fixed percentage of the crop. The marketing agreement for pota- 
toes provides that the total volume initially determined may be 
either increased or decreased, those relating to Gravenstein ap- 
ples, raisins, prunes, walnuts and ripe olives provide for an in- 
crease in volume but not for a decrease, while those relating to 
cling peaches and canning asparagus permit no change after the 
volume is once fixed. 

Limitation of the total volume marketed during the entire sea- 
son is based on the expectation tha: the total return to growers 
will be larger for the limited volume than would be the case if all 
of the available supply were marketed. Under conditions of in- 
elastic consumer demand or of high marketing charges limita- 
tion of the total supply marketed during years of large crops 
relative to consumers’ incomes is an effective means of increasing 
growers’ returns. 

In the case of cling peaches the costs necessarily incurred in 
putting the raw fruit into cans and delivering them to consumers 
are large and tend to be fixed at least for short periods. A marked 
decline in the price of canned peaches to consumers may result 
in eliminating entirely any return to the producer of the raw 
fruit. In 1934 the total crop of No. 1 cling peaches in California 
amounted to 275,000 tons. Under the marketing agreement the 
quantity permitted to be canned was fixed at 201,000 tons. 
Growers received $30 a ton for peaches delivered to canners, or 
a total return of over $6,000,000. It is estimated that without any 
limitation of the canned pack the total returns to growers would 
have been only one-half the amount actually received. 

In most of the agreements on fresh fruits and vegetables pro- 
vision is made for limiting the quantity that may be shipped dur- 
ing a specified short period of time such as a day or a week. With 
the exception of Gravenstein apples and potatoes no provision is 
made for limiting the quantity of fresh fruits and vegetables 
shipped during the season to a predetermined amount. Agree- 
ments on California Tokay grapes, California fresh deciduous 
tree fruits (except apples), California fresh asparagus, Florida 
celery, western Washington vegetables, and Colorado peaches 
provide for limitation of shipments from day to day or from 
week to week, but do not provide for any specific limitation of 
shipments for the entire season. 

Alternate periods of short-time market gluts and shortages, 
arising from unregulated shipments from the areas of production 
have been characteristic in the marketing of many fresh fruits 
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and vegetables. It not infrequently happens that as a result of 
excessive supplies in consuming markets, prices fall sufficiently 
so that the grower not only receives no return for his product but 
is out additional expense for packing and transportation charges. 
It requires an expenditure of approximately $1.05 to transfer a 
lug of Tokay grapes from the vines in California to the whole- 
saler in New York. If the supplies of Tokay grapes shipped to 
eastern markets is such as to result in wholesale prices less than 
$1.05 a lug—and such a situation was not uncommon in 1932— 
growers receive only ‘‘red ink’’ returns. An increase in whole- 
sale prices in eastern markets from $1.05 to $1.30 a lug, how- 
ever, means the difference between no return and 25 cents a lug 
to the grower. 

Careful regulation of shipments in accordance with the de- 
mand in consuming markets does not necessarily result in a re- 
duction in the total supply marketed. The evidence to date indi- 
cated that a larger supply of fruits and vegetables can be moved 
into consumption on a stabilized market than on a demoralized 
market. The presence of excessive supplies in wholesale markets 
generally result in drastic price declines. Once started, price de- 
clines tend to become cumulative. Each drop in price discourages 
sales for the time being and necessitates further price concessions 
in order to move the product. While a reduction in prices to con- 
sumers generally results in a prompt increase in consumption, a 
reduction in prices to the trade may, if a further decline is in 
prospect, result in a decrease rather than an increase in sales. 
Price declines in wholesale markets occasioned by competition 
between shippers are seldom passed on to consumers immedi- 
ately and therefore, seldom result in a prompt increase in con- 
sumption. In fact, as long as the market is weak, consumption 
may even be retarded because of the failure of the trade to pro- 
mote and display the commodity adequately. With the prospect of 
returns for handling a commodity uncertain, jobbers and retailers 
turn their attention to other products. Instead of being active 
merchandizers of the particular commodity, they become merely 
passive order takers. 

The method of regulating quantity by means of a ‘‘shipping 
holiday” is found in the southeastern watermelon agreement. 
This agreement provides that shipment of watermelons from the 
southeastern states may be entirely prohibited for a period not 
to exceed forty-eight consecutive hours and that such periods 
shall not be less than five days apart. 

In the Florida strawberry agreement the only means of limit- 
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ing shipments is by quality regulation. This agreement provides 
that “Whenever it is the opinion of the Control Committee that 
by reason of prevailing market conditions it is advisable to limit 
the shipments of strawberries, it may issue an order or orders 
(a) prohibiting shippers from shipping from Florida, strawber- 
ries of a United States grade or grades other than the grade or 
grades specified in such order and/or (b) prohibiting shippers 
from shipping from Florida, strawberries of a size smaller than 
the size specified in such order.” 

Many of the agreements contain provisions relating to regula- 
tion of the quality of the commodity marketed. These quality 
regulations are of two general types: (1) those which provide for 
grading in accordance with established standards, and (2) those 
which provide for prohibition of specified grades and sizes. Reg- 
ulations of the latter type have the effect of limiting the total 
volume and of raising the average quality. 

The Southern watermelon and Florida strawberry agreements 
provide that upon order of the Control Committee all shipments 
shall be inspected and the product shall conform to the estab- 
lished United States grades. The cling peach agreement provides 
that only No. 1 peaches may be canned, while the prune agree- 
ment prohibits the sale by packers of off-grade prunes in regular 
commercial channels. 

Regulation of volume by means of grade and size restrictions 
is frequently the most feasible and effective form of quantity lim- 
itation. Whenever quantity limitation is necessary it is generally 
preferable from the standpoint of the growers as a whole to ap- 
ply such limitations to the least valuable portion of the available 
supply. In the application of grade and/or size regulations, how- 
ever, account must be taken of differences in the market demand 
for specific grades and/or sizes, and of variations between indi- 
vidual growers respecting the proportion of the several grades 
and/or sizes which each has produced. An attempt is made to de- 
velop provisions designed in such a way as to prevent undue 
hardship on individual growers whose crops run heavily to the 
inferior grades and undesirable sizes. 

The power to fix prices is the goal which many groups desire 
when initial consideration is being given to a marketing agree- 
ment. Growers are prone to insist that prices to them be fixed at 
a level that will assure them cost of production plus a profit; 
while handlers frequently request fixed resale prices as a means 
of securing a predetermined operating margin and a guarantee 
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that their competitors will not be able to sell at a lower price than 
they. 

The fixing of prices in marketing agreements creates many 
difficult economic and operating problems. At what level are 
prices to be fixed? What will be the effect of fixed prices upon 
purchases by the trade? Are differences in prices to be permitted 
for variations in location with respect to the principal markets, 
for variations in quality, for variations in types of services per- 
formed, and if so, how are they to be equitably determined? If a 
handler’s margin is to be fixed, should it be wide enough to in- 
clude the cost of all handlers, the average cost, or only the cost 
of the most efficient? Is it economically desirable to freeze mar- 
gins? These questions with all their implications as well as many 
more, confront us when it is desired to include prices in an agree- 
ment. 

Because of these difficulties, no satisfactory solution of which 
has yet been found, minimum price provisions are included in 
only those marketing agreements where volume regulation is 
either impracticable or cannot by itself effectively maintain 
prices to growers. Minimum resale prices are generally limited 
to commodities, a considerable proportion of which are marketed 
by the producers themselves, either through cooperative market- 
ing associations or individually. 

Minimum price provisions are included in only five of the mar- 
keting agreements relating to fruits and vegetables which are 
now in effect. In the California raisin agreement the minimum 
price provisions relate to prices paid growers, while in the Cali- 
fornia dates, Pacific Coast walnuts, and Northwest deciduous 
tree fruit agreements they relate to handlers’ selling prices. In 
the agreement for California ripe olives for canning, minimum 
prices apply to both those paid growers and canners’ selling 
prices. In each case the establishment of minimum prices has 
apparently contributed to the maintenance of a stabilized mar- 
ket. This has been particularly noticeable in connection with 
walnuts, canned ripe olives, and dates. 

The marketing agreement for shippers and producers of fresh 
peaches grown in Colorado includes a provision for the posting 
of price schedules by shippers, and prohibits a shipper from 
quoting, offering for sale, or selling peaches below his posted 
prices. The aim of this provision is to reduce the incentive for 
price cutting at the expense of the grower which arises out of the 
desire of one shipper to secure the business that ordinarily goes 
to another. 


It is seldom feasible to include minimum prices in the absence 
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of control of the supply marketed. In the event that the total 
available supply of a commodity is larger than the quantity that 
will be taken at the established minimum price—and this is fre- 
quently the case—the failure to limit the supply to that quantity 
results in difficulty in maintaining the minimum price and in in- 
equality between producers with respect to the available market. 
Only one of the marketing agreements containing minimum 
prices—California dates—does not also contain provisions for 
regulation of the volume marketed, and in this agreement pro- 
visions for supply control are likely to be needed shortly in order 
to take care of the increasing production in prospect. 

The development and operations of marketing agreements are 
facilitated where the production of the commodity is confined to 
a geographically compact area and the market outlets and meth- 
ods of marketing are well defined and lend themselves to control. 
The presence of strong cooperative marketing associations in the 
industry is also of importance. It would be extremely difficult to 
operate a marketing agreement for a commodity such as toma- 
toes for canning which is produced in widely separated areas by 
thousands of growers, and for which the methods of handling are 
not uniform. Sectional jealousies, differences in viewpoint, dif- 
ferences in problems, all contribute to the hazard of successful 
operation. The problem of regulating supplies which are mar- 
keted partly by truck, particularly in areas close to large consum- 
ing markets and which may be easily reached over numerous 
roads, is also a difficult one. 

Much of the contents of the marketing agreements deal with 
the mechanics of operation. It is one thing to determine what to 
do; it it quite another to determine how to do it. Many ideas have 
been discarded because no workable program could be found for 
putting them into effect. A number of prospective agreements 
which were started with high hopes, such as corn for canning, 
have fallen by the wayside. Other agreements, such as California 
deciduous tree fruits, were put into effect only to find that sub- 
stantial changes were required. One of the very complex operat- 
ing problems has to do with the limitation of shipments and the 
making of allotments. If market supplies are to be limited, that 
limited supply must usually be allotted among the various han- 
dlers and/or among the many growers upon some equitable basis. 
Several of the marketing agreements, such as fresh asparagus, 
and Tokay grapes provide for divisions of the total supply per- 
mitted to be shipped among the various handlers and growers in 
proportion to the supply controlled by each. One of the chief prob- 
lems connected with this method is that of obtaining accurate esti- 
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mates of each grower’s production in advance of harvesting. The 
difficulty connected with estimates of individual grower’s produc- 
tion is eliminated in the marketing agreements relating to rai- 
sins, prunes, and walnuts through provisions which require each 
handler to turn over to the account of the Control Committee a 
specified percentage of all receipts from growers. This method, 
however, involves considerable expense in connection with the 
physical handling of the commodity and the keeping of necessary 
accounts, and meets resistance from some growers. 

Marketing agreements contain elements which may result in a 
reduction in the spread between prices received by producers and 
prices paid by consumers. Such a reduction might arise out of 
the decrease in the risks of doing business occasioned by price de- 
clines and deterioration in the quality of the product. The stabil- 
ization of market prices through the regulation of the volume 
marketed or through the maintenance of minimum prices tends to 
prevent rapid and frequent price declines, and losses to buyers 
resulting from them. Likewise grading in accordance with estab- 
lished standards and prohibition of produce of inferior keeping 
quality or for which consumer demand is slight tend to minimize 
the possibility of loss. Other than in connection with these two I 
am not inclined to place much reliance in the possibility of mar- 
keting agreements of the type thus far developed in themselves 
resulting in any noticeable decrease in price spreads between 
producer and consumer. Few handlers are altruistic enough to 
enter voluntarily into an agreement designed to reduce their re- 
turns unless their costs are also correspondingly reduced. 

Marketing agreements to date have been used primarily in 
emergency situations, that is, when prices to growers have been 
at distressingly low levels. The aim has been to bring the prices 
of these very low-priced products up to the level of prices pre- 
vailing for other commodities. A question of considerable impor- 
tance is whether marketing agreements are to continue to be used 
in only emergency situations, or is a long-time program to be de- 
veloped. If they are to be used only for those crops in extreme 
distress, and only in years when prices for these crops are at 
distressingly low levels, the field of marketing agreements would 
be somewhat restricted. On the other hand, if the aim is to de- 
velop marketing agreements to be operated continuously on most 
special commodities, it is evident that it will be necessary to de- 
velop methods for maintaining a checkrein on production, or to 


develop methods for increased consumption in line with in- 
creased production. 
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MARKETING AGREEMENTS FOR DAIRY PRODUCTS! 


A. H. LautTerBacu 


AGRICULTURAL ADJUSTMENT ADMINISTRATION 


Perhaps a bit of history, briefly sketched, will throw some 
added light on the development of dairy marketing agreements 
to their present, still experimental, stage. During the period May 
to December, 1933, marketing agreements for fluid milk were put 
into effect in thirteen sales areas, and agreements with manufac- 
turers of evaporated milk and dry skim milk were also made 
effective. 

As you are aware, the principal provisions in the first agree- 
ments included established minimum prices payable by distribu- 
tors to producers, on the classified plan according to the use made 
of the milk and cream; a schedule of complete itemized resale 
prices, both for retail and wholesale sales by dealers and includ- 
ing prices at stores; and a provision setting forth the manner in 
which the market was to be pro-rated among producers. 

Among the first violations that caused most difficulty with 
enforcement of the agreements, resale prices stood out above all 
the rest. To approach adequately any fixing of resale prices the 
Government required the right and ability to fix rates of return 
on capital investment of distributors and service requirements 
to customers. Lacking the essential means or time to handle this 
properly, and being thrown at once into controversy between 
rival dealers and between stores and delivery systems, the task 
of enforcing resale prices became too burdensome and impracti- 
cal to retain. Hence a modified policy respecting fluid milk agree- 
ments and licenses was announced late in January, 1934. All 
agreements then existing were terminated by the Secretary as 
of February 1, 1934, subsequent to which up to December 1, 1934, 
a total of 48 licenses in about 18 states were signed and made 
effective under the new policy. This new policy departed from the 
resale price structure except for an occasional minimum schedule 
used in a limited way on some markets to keep the level of com- 
petition from reaching dangerous points. In the majority of 
licenses no resale schedules whatever have been used. 

The present program is intended to maintain and raise the 
income of milk producers as far as possible within the scope and 


1 This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 
Association, Chicago, December 28, 1934. 
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limits of an open, competitive market. Competitive forces are 
supposed to be intelligently directed so that emphasis will be 
placed on efficient competition, with adequate return to farmers. 
This is intended to correct conditions wherein undirected, rough- 
and-tumble competition results in unstabilized, chaotic markets 
and dissatisfied producers. 

Competitive advantages which depend on the ability of dealers 
to shatter their rivals by obtaining cheap milk at the expense of 
producers is one of the main things which the license seeks to 
prevent. The right of producers’ groups to organize and obtain 
check tests and check weights on milk sold by their members, and 
the additional safeguard of mutual access to market information 
are important factors sought by the licenses. Coercion, force and 
intimidation, or the use of high-handed arbitrary methods in 
administration have been carefully avoided. More local help in 
administering the licenses has been one of our principal objec- 
tives. Centralized authority at Washington, beyond a fair amount 
of supervision for arbitration’s sake, has also been avoided where 
possible. 

Through the classified price plan used in all licenses, with or 
without the base-surplus plan of paying producers, distributors 
are obliged to pay the same price for milk similarly used as all 
other distributors. They are not allowed to bring in milk from 
any outside sources at prices lower than distributors in the mar- 
ket are required to pay for milk of the same class. We believe that 
the essence of the plan as designed in the present licenses really 
protects honest and efficient dealers so they are able to pay the 
best possible price to farmers and render adequate service to 
consumers. We have at all times conducted these new licenses 
without marketing agreements just as conscientiously and care- 
fully as we would have done had there still been marketing agree- 
ments. That is, we have conducted hearings on proposed licenses 
with ample opportunity for dealers to be heard, and no great 
changes have ever been made by amendments to existing licenses 
without the counsel of the distributors, as well as the producers. 

In markets where no base-surplus plan is in operation, a so- 
called straight pool plan is used in paying producers for milk. 
That is, farmers get a weighted average price based on the total 
value of the milk sold by dealers in all classes. In markets operat- 
ing under basic-surplus or other method of pro-rating the mar- 
ket among producers, farmers receive an allotment representing 
their proportionate share of the fluid milk and/or cream market, 
with bases or shares established on records of past deliveries. 
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In some markets distributors are required to pay producers the 
blended price for delivered base milk as calculated by the Market 
Administrator from reports made to him by dealers on their 
volume of purchases and sales. They are paid the excess price for 
milk delivered in excess of the producers’ base. 

In some other markets producers get approximately the Class 
1 price for delivered base milk and the lower excess price for all 
milk they deliver in excess of their delivered base. In this way 
producers in the same situation with regard to distance from 
market and who produce milk of the same butterfat test receive 
the same price for that portion of their milk representing their 
share of the fluid milk and cream market, and the lower or excess 
price for that portion of their milk which must be converted into 
manufacturing uses. 

Several additional provisions, designed to aid in the efficient 
operation of the pool and in those markets with base-surplus plan, 
in the efficient operation of the plan, are carried in the licenses. 

Needless to say, the modification of the original policy has not 
entirely eliminated problems and complexities. We did not antici- 
pate that it would, as the entire effort is somewhat experimental 
and depends to a great degree on local cooperation. We can say, 
however, that in most cases we have had cooperation. 

The matter of jurisdiction and enforcement of federal milk 
licenses has become increasingly important during 1934. The ad- 
justment act provides that the Secretary of Agriculture may 
license distributors to engage in business in the current of inter- 
state commerce. The problem that comes to the fore at once is 
that of determining the degree to which milk for any particular 
market must originate in out-of-state sources before the Federal 
Government has the power to regulate the commerce of all milk, 
both inter-state and intra-state, in that particular market. 

In some markets a large part of the milk consumed originates 
in other states, such as in the Boston market, which seems to 
make such markets definitely interstate in character. In other 
markets, only a small part of the total supply of milk for direct 
consumption originates in other states, so that the interstate 
character of such markets as these is less marked. In still a third 
set of markets, none of the milk and cream used in fluid form 
originates outside of the state. In such instances it becomes a 
question of determining whether, by regulation of the commerce 
in milk and cream in this type of market, by effectively control- 
ling the excess, for example, we can remove burdens and obstruc- 
tions from the commerce in products made from such excess milk 
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or cream. It is particularly in the last case where uncertainty 
arises as to whether the State or Federal Government should 
control the commerce in milk. 

The higher courts of the country have not yet rendered any 
decision that defines the scope and limits of the regulatory power 
of the Federal Government with respect to the commerce in milk. 
It will be a momentous decision when it comes, and one that will 
affect the whole body of producers in many ways. 

Fair adjustment of prices to fluid milk producers still remains 
a vexing problem. It is broadly recognized that without restric- 
tion of supply it is almost impossible to maintain producers’ 
prices above those based on a normal relation between fluid milk 
and manufactured milk values without causing an increase in the 
delivery of milk to the fluid market, either from within or without 
the usual limits of the milk shed. 

Hence prices established in the licenses are subject to revision 
as indicated by changing supply and demand conditions in the 
market. During the summer, drought conditions severely affected 
the supply of milk in many markets. Prices were raised in many 
of the markets so affected, to enable farmers to buy feed. After 
drought conditions became less acute, the supplies of milk enter- 
ing those markets increased in response to the higher license 
prices. In some cases it was necessary to reduce the prices in the 
license so as to keep excessive supplies from breaking down the 
whole market structure. In almost all cases, prices are adjusted 
carefully with the history of the market in mind, and likewise 
with some intelligent consideration of the buying power of con- 
sumers. 

The producer-distributor problem has been another hard one 
to solve. If producers who do not distribute their own milk wish 
to develop a program to restrict supplies so as to enhance the 
price they get, it is necessary, probably, to bring the producer- 
distributor under the same program in order to limit supplies 
effectively. However, under a program that aims to increase 
prices and farm incomes as much as possible within the limits of 
a competitive market structure, the immediate problem is that of 
determining the relationship of the producer-distributors to 
wholesale producers, and how much of the surplus market bur- 
den of milk the producer-distributor shall carry. At present and 
through degrees of trial and error, the licenses exempt the pro- 
ducer-distributor from payments to the adjustment fund in the 
pool on milk of his own production, but he is obliged to render 
accounts to the market administrator for his purchases from 


| 
| 
| 
| 
| 


- 


Agreements for Dairy Products 361 


other producers or for sales in bulk to other distributors, using 
the classified system. 

Although it has been necessary in establishing the licenses to 
appoint market administrators and set forth their duties, owing 
to the emergency, it is desirable that the administration of the 
licenses be decentralized as much as possible and the responsibil- 
ity of administering the license placed more generally in the 
hands of some competent local body. 

The relations with cooperative producers’ associations need to 
be defined more carefully. The Administration is not always in a 
position to render to non-member producers all the services which 
cooperative associations are already performing for their mem- 
bers. In particular such associations often guarantee members a 
steady market for their milk under specific terms and conditions, 
and they often set aside reserve funds to protect producers from 
delayed payments or outright failure on the part of distributors. 
On the other hand, the checking of tests and weights of milk from 
the distributors’ records and the distribution of adequate market 
information are services which the Administration through 
licenses are well able to perform for non-members of coopera- 
tives. 

Licenses are obviously tools or mechanisms to be used in the 
enhancement of farm income. Recognizing the evident fact that 
dairy farm income cannot well be much higher than the income 
of competing branches of farming without severe competition, it 
is still noteworthy that two methods of approach through licenses 
are open. 

The first way, which appears to be the way we have thus far 
followed, is to issue licenses intended to eliminate as far as pos- 
sible faults in the market structure, so as to direct competitive 
forces toward greater efficiency and stability and to secure rela- 
tively higher returns for producers. 

The second way that is open is to engage in a restricted supply 
program. In some other commodities this action has been fol- 
lowed. The complexities of trying to use this latter plan fall into 
at least three parts, namely: 1. establishment of prices at such 
high levels that evasion of the restrictive measures would be 
encouraged. 2. Danger of leaving the market in an unstable con- 
dition whenever government support would be withdrawn. 3. The 
difficulty of setting up an acceptable control plan, as we witnessed 
last April when national production control in milk was dis- 
cussed. 


In closing I wish to pay tribute to the assistance we have re- 
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ceived from graduate economists in working out the many per- 
plexing problems that have arisen. We who have been engaged in 
every-day practical dairying have depended on students of eco- 
nomics to take us over many rough spots. In the future we will 
continue to look to your profession for guidance on many mat- 
ters. 


Discussion By W. A. WEeENTWoRTH 


Dairy Inpustry CoMMITTEE 


The paper which has been presented by Mr. Lauterbach states the aims 
and accomplishments of the Dairy Section of the AAA in carrying out the 
purposes of the act with regard to dairy products but principally fluid 
milk. Distributors in all food lines have recognized that the act has been 
and should be administered for the purpose of recouping the purchasing 
power of farmers. For the most part they have been in full sympathy 
with the objects sought but quite naturally have had some different view- 
points and have felt that there are essential corollaries. 

These corollaries are, in principle, that the distributor as the marketer 
of the product is equally interested in the free flow of the product into 
consumptive channels at the best possible price to the producer; that 
there exists an economic relationship between the channels through which 
milk passes when it leaves the farm; that to attempt to maintain prices 
for fluid milk higher than customary economic balance requires adequate 
supervision of volume of production and number of producers favored, 
and prompt enforcement against those who do not voluntarily comply; 
and that the higher the price of milk from its customary balance the more 
supervision throughout all processes of sale are required. 

As Mr. Lauterbach has stated the first approach to providing the bene- 
fits of the act to the fluid milk producers was through marketing agree- 
ments. These marketing agreements recognized all the apparent corollaries 
to maintenance of a milk price to producers well above a normal balance 
with the farm price of other products and of milk manufactured into 
other dairy products. They included restricted farm production; they 
included provisions for promoting economy in distribution; they included 
provisions for broadening sales through increased consumption ; and they 
included control over resale prices, both wholesale and retail, to facilitate 
the carrying out of the purposes of the agreement. 

The statement has been made, “to approach adequately any fixing of 
resale prices the Government required the right and ability to fix rates 
of return on capital investment and service requirements to customers.” 
Rates of return on capital investment and service requirements were not 
sought in marketing agreements, but rather reasonable resale prices which 
would permit payment of high prices to producers and protection thereof. 

It is true that this led “into controversy between rival dealers and be- 
tween stores and delivery systems.” Equally it led into controversies 
between producers who were in and those who were not in on the benefits 
of the marketing agreement. 

The third corollary mentioned, i.e., that to attempt to maintain prices 
for fluid milk higher than customary economic balance requires adequate 
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supervision and prompt enforcement against those who do not voluntarily 
comply, was not accomplished in the matter of control of resale prices. 
There are different reasons given for this, and perhaps it was “too burden- 
some and impractical.” Nevertheless all states which have adopted milk 
control legislation have accepted, apparently, the necessity of attempting 
to control resale prices. Adequate enforcement of these provisions in the 
states is still very questionable. Consequently many distributors have 
abandoned the thought that resale prices can or should be controlled. 

Turning now to the policy of applying a license to a market as is being 
done at the present time. It sounds plausible to say that if all distributors 
have to pay the same price for their milk, that open competition among 
distributors will promote efficiency in distribution and equitable com- 
petitive conditions. But are distributors forced to pay the same price or 
experience the same cost of milk? Mr. Lauterbach has recognized this 
question when he says, “The matter of jurisdiction and enforcement of 
federal milk licenses has become increasingly important during 1934. The 
adjustment act provides that the Secretary of Agriculture may license 
distributors to engage in business in the current interstate commerce. The 
problem that comes to the fore at once is that of determining the degree 
to which milk for any particular market must originate in out-of-state 
sources before the Federal Government has the power to regulate the 
commerce of that milk in that particular market.” 

Some of the markets now operating under an AAA license are experi- 
encing almost complete compliance by all distributors. There is then in 
other markets a varying degree of compliance ranging all the way to what 
might be said to be utter disregard of the provisions of the license. The 
very fact that the authority of the Secretary of Agriculture has been or 
can be questioned gives certain distributors who are so disposed the op- 
portunity to ignore or violate the license. Procedure of enforcement and 
court action is so slow that much milk in many markets is being handled 
at lower costs than is provided in the license. 

Speaking before the American Farm Bureau Federation on December 
11, 1934, H. R. Tolley, Assistant Administrator and Director of Program 
Planning of the Agricultural Adjustment Administration, said 


It is becoming more and more apparent that marketing agreements cannot survive 
and licenses cannot be enforced unless a large proportion of those affected by them 
are in sympathy with their provisions, and that in the long run it is useless to approve 
marketing agreements to which growers or distributors will not adhere, or to issue 
licenses where the enforcement problem is too great. 

This matter of compliance is really the critical factor which will determine the 
ultimate success or failure of agreements and licenses. Prompt action must be taken 
against distributors or processors who violate the provisions of an agreement or license 
or else the others who are complying are likely to join the ranks of the violators. This 
is partly a problem in administrative machinery and partly a legal problem involving 
action by the courts. The Administration has attempted to expedite enforcement 
processes by making its own organization as efficient as possible. But there remain 
legal problems to some extent outside of its control. 

With producers and distributors on the one hand clamoring for enforcement, and 
lawyers representing non-complying distributors engaged in tactics of obstruction and 
delay, the Administration has, so to speak, been between two fires. 
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In the same speech Mr. Tolley said, 


It is recognized by the Administration and generally accepted by producers and 
distributors who are affected by agreements and licenses that prices to producers can 
not be supported over any great length of time without control of supplies, and for 
no important commodity is there provision for price control without taking supply 
factors into consideration. The milk licenses have specified prices to be paid producers. 
These are protected to some extent by the fact that it is not feasible, from the stand- 
point of sanitation and transportation costs, to bring milk from outside the regular 
producing area, and in some cases by the fact that new producers must go through 
a probationary period before receiving the full privileges of the market. But experi- 
ence has shown that the prices named must be kept in line with the realities of supply 
and demand, if they are to be generally observed. When they are set too high, a kind 
of economic vacuum is created which inevitably draws in milk at prices below those 
named. 


Mr. Lauterbach in his paper, which is under discussion, said 


Fair adjustment of prices to fluid milk producers still remains a vexing problem. 
It is broadly recognized that without restriction of supply it is almost impossible 
to maintain producers’ prices above those based on a normal relation between fluid 
milk and manufactured milk values without causing an increase in the delivery of 
milk to the fluid market, either from within the usual limits of the milk shed or 
beyond. * * * * * * In almost all cases prices are adjusted carefully with the history 
of the market in mind and likewise with some intelligent consideration of the buying 
power of consumers. Fixing prices in the rigid sense, or fixing prices based on cost 
of production cannot be undertaken at this time with success. 


What is “a normal relation between fluid milk and manufactured milk 
values”? The answer to that question has not been given. In three places 
Mr. Lauterbach refers to the experimental character of this type of 
market or price control. 

May I cite illustrations of price relationships which exist in two mar- 
kets? They may not be representative, but they are certainly illustrative. 
I have used the farm price of milk entering the New York market to 
represent the east and that entering the Des Moines market to represent 
the middle west. It is recognized that the New York milk market is not 
operating under an AAA license. Boston might have been used. It would 
have shown somewhat higher prices, but its production is perhaps not as 
competitive with milk which carries manufactured milk values. 

The premium paid for Class I milk over the manufacturing (butter 
basis) value of milk is higher in each of these markets today than it was 
during 1928 and ’29 when all prices were at their highest point of recent 
years. Let me illustrate this in the following manner. 


The average price for Class I milk during 1928 and 1929 in the New 


York 200-210 mile zone, 344% $3.29 
The average 92 score butter price for 1928 and 1929 times 3% plus 20 


Premium $1.21 
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The average price for June 1933 to November 1934, 200-210 mile zone 


The average 92 score butter price for June 1933 to November 1934, times 
3%, plus 20 percent* 


Premium $1.28 
*Period of N. Y. State Milk Control Board operation. 

The butter value for the latter period is 52 per cent of the high priced 
period, while the premium over the butter value for the latter period is 
5 per cent more than that during the high priced period. 

The average price for Class I milk during 1928 and 1929, f.o.b. the city 


The average 92 score butter price for 1928 and 1929, times 3%: plus 20 
Premium $0.62 
The average price for Nov. 1933 to Nov. 1934* f.o.b. the city of Des 
The average 92 score butter price for Nov. 1933 to Nov. 1934, times 
1.00 
Premium $0.83 


*Period of AAA marketing agreement and license. 


The butter value for the latter period is 53 per cent of the high priced 
period while the premium over the butter value for the latter period is 
34 per cent more than that during the high priced period. 

No one begrudges the farmer this price, all know that he should have 
as much as possible for his milk, but it creates a difference or premium 
which can only be maintained by prompt and rigid enforcement. Based 
upon experience, it is clearly the situation which Mr. Tolley stated in the 
words previously quoted, “But experience has shown that the prices 
named must be kept in line with the realities of supply and demand, if 
they are to be generally observed. When they are set too high, a kind of 
economic vacuum is created which inevitably draws in milk at prices 
below those named.” 

While licenses may be returning a somewhat higher price to fluid milk 
producers than otherwise might be paid, they certainly are inviting more 
competition into the fluid milk markets, much of which is on a non-com- 
pliance basis. In many markets this places the complying distributor in 
a precarious position which he will continue to occupy until there may 
be complete enforcement of the terms of the license or a price established 
which is more nearly in proper balance with the price of manufactured 
milk and milk products. 

Not alone have these prices for Class I milk, rather perhaps I should 
say the premium for fluid milk over manufactured milk values, had a 
tendency to invite more producers of milk into the markets, but it has 
likewise stimulated more production on farms already in the market. 
Much criticism has been directed against this condition by other branches 
of the industry, in view of the fact that such surplus in the fluid milk 
markets finds its way into the butter markets either directly or indirectly. 
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An editorial in the December 1934 issue of The Creamery Journal is 
in point: 

It has been clearly demonstrated that the fixing of fluid milk prices without due 
regard to butter prices does not work to the advantage of the dairy industry as a 
whole. It was a mistake in the first place for those in charge of milk price fixing to 
not recognize this interdependency. If milk prices in one section are fixed at a point 
where they are substantially above prevailing butter prices, the advantage gained 
will be at the expense of other sections. Furthermore it will not tend to correct the 
situation that it is intended to benefit. 

Milk price fixing should not result in aggravating dumping of surplus into butter 
channels. On the other hand it should seek to prevent it. Butter production has long 
been the dumping ground for surplus milk and will continue to be, but those sections 
primarily engaged in producing cream for buttermaking purposes are justified in 
objecting to regulation of the fluid milk business when it is conducted so that it works 
to the disadvantage of the butter producing areas. 

Every part of the dairy industry is dependent more or less on every other part and 
it is impossible by artificial regulation to give undue advantage to one section without 
injury to someone. When this fact is recognized regulation will become nearer to 
being an advantage than a liability. 


Marketing agreements have been considered by the respective branches 
of the dairy industry for butter, ice cream (frozen desserts), cheese, 
evaporated and dry milk. 

The agreement for the evaporated milk industry carries provisions for 
determining the price to the producers. A formula is used, based upon 
the price of butter and cheese. In the fifteen months of operation the esti- 
mated return to the farmers has averaged about $800,000 per month over 
the previous fifteen months. This reflects the increase in the butter and 
cheese markets as well as the application of the formula above that. The 
best estimate which can be made by the industry is that approximately 
one-half of the increased return to the producers is due to the raise in 
butter and cheese values and the other half due to the agreement. 

The approval and application of the agreement came at a time when 
competitive conditions in the industry were most acute. The finished 
product was selling at prices which were ruinous and which no doubt 
would have caused lower farm prices because 45 per cent of the wholesale 
price of case goods is the cost of milk. 

The minimum price for finished product established in the agreement 
stabilized the industry and permitted increased returns to the producers. 
Now the industry is faced with the insistence of the AAA that a new 
marketing agreement be put into effect which continues the minimum 
price to producers but eliminates the minimum price on finished goods. 
It carries in place thereof a provision for open price filing. The new agree- 
ment hence is half price fixing and half not. Abraham Lincoln once said 
that this nation can not endure half free and half slave. 

The marketing agreement for the dry skim milk industry contains no 
provision for minimum prices to producers but that industry estimates that 
the operation of the agreement in the first twelve months meant an in- 
creased return to producers of ten cents per hundred weight on their skim 
milk. Thirty million hundred weight of fresh skim milk is used annually in 
the production of dry skim milk so that the total increased return to pro- 
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ducers has been three million dollars in the year. This agreement contains 
no minimum prices on finished product but provides for open price 
operations. 

Thus far the butter, ice cream, and cheese industries have not devel- 
oped either a marketing agreement or code which has been satisfactory 
to the respective industry, which means of course there can not be ap- 
proval of the Administration. 

All branches of the dairy industry have developed to handle the pro- 
duction of the dairy cattle of this country as it comes each and every 
day of the year. Milk flows from its sources like the flood waters of the 
Mississippi. That which can not flow in its normal channe! spills over, 
as it were, into other milk products. Fixed or higher farm prices without 
control of supply, and the dairy farmers chose not to accept a program of 
controlled or reduced production, probably will intensify the pressure of 
supply in this industry. 
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THE REGULATION OF THE MARKETING OF FRUITS AND 
OTHER NATURAL PRODUCTS IN CANADA? 


W. C. Hopper 


DoMINION MarKETING BoarpD 


With the first meeting of the Dominion Marketing Board, held 
on August 13th of this year, Canada’s Natural Products Market- 
ing Act began to function. Under the provisions of this act the 
marketing of agricultural products may be regulated in a man- 
ner somewhat similar to the manner in which such products may 
be regulated under that part of the agricultural adjustment act 
of the United States which refers to marketing agreements. The 
purpose of the Canadian act is the same as that of the agricul- 
tural adjustment act, namely to aid primary producers. The 
Canadian act provides a means whereby primary producers may 
organize to regulate the marketing of the products of their own 
production which enter interprovincial or export trade. 


What is a Natural Product? 


Under the Canadian marketing act, the products which may be 
regulated include all of the important agricultural commodities 
as well as natural products of the forest, sea, river or lake. The 
Governor-in-Council may also designate as a natural product arti- 
cles of food and drink which are wholly or partially manufac- 
tured or derived from natural products. 


Not Emergency Legislation 


The Canadian act is not considered emergency legislation to re- 
lieve temporary conditions but rather it was designed to give 
producers a more permanent place in the marketing of their own 
products. However, the difficulties under which primary pro- 
ducers in Canada have been laboring during recent years consti- 
tuted an important factor leading to the adoption of this act by 
Parliament. 

Although the natural products marketing act is fundamentally 
a producers’ act, those engaged in marketing or in production 
and marketing may petition the Minister of Agriculture to ap- 
prove a scheme for the regulation of the marketing of a natural 
product. 


1 This paper was read at the Twenty-fifth Annual Meeting of the American Farm Economic 
Association, Chicago, December 28, 1934. 
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Schemes Administered by Local Boards 


The instruments by which marketing schemes, created under 
the act, are administered are local boards which are elected or 
appointed by those concerned, and these boards become cor- 
porate bodies from the date that notice of the approval of the 
scheme by the Governor-General in Council is published in the 
Canada Gazette. In the hands of the local boards is placed the 


enforcement of the powers granted to them by the Dominion 
Marketing Board. 


Basically a Producers’ Act 


The initiative in the preparation of schemes has, so far, been 
taken by producers, more independently of other interests such as 
shippers and dealers, than has been the case with the marketing 
agreements with which we are familiar in the United States. In 
many of the schemes which have been approved or which are 
still under consideration in Canada, the members of the local 
boards are, predominately, producers. In a number of them there 
are no representatives from the trade but in some cases advisory 
bodies of shippers or dealers are provided to assist local boards 
of producers in the administration of the schemes. In the schemes 
which have been approved, provision has been made that there 
shall not be any discrimination against legitimate members of 
the trade engaged in marketing the regulated product and it has 
been the aim of the proponents of the schemes to disturb as little 
as possible the legitimate methods of marketing now being em- 
ployed. The desirability of obtaining the cooperation of the trade 
in the operation of marketing schemes has been emphasized by 
the Dominion Marketing Board. 

Under the act, the Dominion Marketing Board may give power 
to a local board to designate an exclusive marketing agency, 
which, in the case of some of the proposed schemes, has been in- 
terpreted by the proponents to mean a sales agency of producers. 
This means that producers, through their own agency, may have 
complete control over the primary selling of the product, and in 
some cases may carry the product quite a distance into the chan- 
nels of trade; a number of schemes now under consideration con- 
tain this feature of a sales or marketing agency which may, under 
the act, be designated by the local board. If the sales agency 
can operate more efficiently than the existing agencies, a reduc- 


tion in the spread between producer and consumer prices should 
be realized. 
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Of the five schemes which have been approved, two refer to the 
marketing of fruits but none to the marketing of vegetables. In 
these two schemes the local boards consist almost entirely of pro- 
ducers. One of these schemes refers to the regulation of the mar- 
keting of British Columbia tree fruits and one to the regulation 
of the export of tree fruits from Canada. A number of other 
schemes referring to the marketing of fruits and vegetables are 
under consideration and final action will likely be taken on them 
in the course of the next few months. In the case of the British 
Columbia Tree Fruit Scheme, an advisory council of shippers 
assists the local board in the administration of the scheme, but 
the local board, to which the powers of the scheme have been 
delegated, is made up entirely of producers. 

The other three schemes in operation refer to Ontario flue- 
cured tobacco, British Columbia red cedar shingles and dry salt 
herring and dry salt salmon produced in British Columbia. 

The control, in the case of the British Columbia red cedar 
shingle scheme and the dry salt fish scheme, is vested in rep- 
resentatives of shingle manufacturers and salt fish packers re- 
spectively. The local board administering the Ontario flue-cured 
tobacco marketing scheme consists of nine producers and five 
representatives of the tobacco trade. 


Power of Local Boards 


The Dominion Marketing Board may delegate to a local board 
power to regulate the time and place at which, and to designate 
the agency through which the regulated product shall be mar- 
keted. Authority may also be given to a local board to deter- 
mine the manner of distribution, the quantity and quality, grade 
or class of the regulated product that shall be marketed by any 
person at any time, and to prohibit the marketing of any of the 
regulated product of any grade, quality or class; power may also 
be delegated to exempt from any determination or order any per- 
son or class of persons engaged in the production or marketing 
of the regulated product or any class, variety or grade. The act 
also provides that a local board may license those engaged in 
marketing, register producers and conduct a pool for the equali- 
zation of returns received from the sale of the regulated product 
and may compensate any person for loss sustained by withhold- 
ing from the market or forwarding to a specified market any 
regulated product pursuant to an order of the board. 

The Dominion Marketing Board cannot delegate powers to a 
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local board to fix prices, to engage in the actual marketing of 
the regulated product or to control or regulate production. 

The act also gives power to the Dominion Board to cooperate 
with the Marketing Board of any Province for the regulation of 
the marketing of a natural product. 

There is no provision in the natural products marketing act for 
establishment of any body similar to the Consumers’ Council 
under the Agricultural Adjustment Administration. Of course, 
before the scheme is recommended to the Minister of Agriculture 
for his approval, it must be considered by the Dominion Market- 
ing Board to be economically sound and if it were believed by 
the Board that the adoption of a scheme would result in an un- 
reasonable burden on consumers it is very unlikely that the 
Board would recommend it for approval. Under Part II of the 
natural products marketing act it is provided that investigations 
may be made by the Minister of Agriculture of margins, spreads, 
trade practices and other matters in relation to the production 
and marketing, adaptation for sale or processing of a natural or 
regulated product. This provision might be considered as a safe- 
guard to consumers. This provision for investigation of spreads 
may be the means whereby reductions in the costs of marketing 
may be achieved and result in the producers obtaining a larger 
share of the consumer’s dollar. 


Poll May Be Required before Scheme Comes into Effect 


After a marketing scheme has been dealt with by the Dominion 
Marketing Board and recommended for approval the Minister 
may require that a poll of those concerned be taken. In the case 
of the British Columbia Tree Fruit Scheme and the Ontario Flue- 
Cured Tobacco Scheme, polls to obtain producers’ sentiments 
with respect to the schemes were taken prior to final action on 
these schemes by the Dominion Marketing Board. In some of the 
proposed schemes regulation is to be applied to a product grown 
in a large territory. If any of these schemes are recommended for 
the approval of the Minister the taking of a poll of producers, if 
the Minister requires one, will involve a very considerable 
amount of work. The fixing of the percentage of voters which 
must favor any scheme before it becomes effective rests with the 
Minister of Agriculture. It is safe to say that there will have to 
4 a majority in favor of the scheme before it will be put into 
effect. 

The experience of producers in Canada has been similar to 
those in United States with respect to voluntary cooperative or- 
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ganizations, in that a selfish minority group who refuse to work 
with the majority for the good of all concerned often defeat the 
objects of the cooperative efforts. Under the natural products 
marketing act an opportunity is presented for the organization 
of producers or for those engaged in marketing or for those con- 
cerned with both operations to bring the minority into line with 
the majority and to ensure that the minority assist in carrying 
the costs of the unified efforts in marketing. 

If any difficulty develops in the administration of a scheme 
by a local board or if any unwise regulations are issued by the 
local board, the Dominion Marketing Board may retract any or 
all of the powers delegated to the Board or take any other action 
which will bring the local board’s activities into line with the 
best interests of those whose products are regulated under a 
marketing scheme. 

The British Columbia tree fruit scheme, which has been in 
operation since August, has regulated the flow of apples to mar- 
ket and what might have been a disorderly marketing has been 
made orderly by the regulations of this local board. It is too 
early to calculate in monetary terms the increased returns to 
producers which have been received as a result of the British 
Columbia Tree Fruit Scheme but producers and shippers are 
apparently well satisfied and, no doubt, will vote for its con- 
tinuance. 

At a recent meeting in Nova Scotia, fruit growers and shippers 
unanimously endorsed the continuation of the fruit export scheme 
which concerns Nova Scotia, Ontario and British Columbia tree 
fruits, and asked that Nova Scotia apples entering the domestic 
trade be regulated as well as those entering the export trade. 


Pooling Returns 


Under the British Columbia tree fruit scheme the returns to 
shippers have been pooled by the local board. The local board 
periodically states the basic pool price at which apples may be 
sold. Suppose, for example, the basic pool price for No. 1 Mac- 
Intosh apples were set by the board for a certain period at one 
dollar and twenty-five cents ($1.25) per bushel. A shipper may 
sell at any price he pleases but he must put into the pool $1.25. 
If he sells for $1.50, the amount he receives over the basic pool 
price is not pooled but if he sells below the basic pool price he 
must turn into the pool the full pool price. 

The experience of the United States with respect to the condi- 
tions which facilitate the operation of marketing agreements will, 
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no doubt, be repeated in Canada. Where there are a relatively 
small number of producers and handlers and where the geo- 
graphic area of control is relatively concentrated, and where 
strong co-operative associations now exist, the administration of 
a marketing scheme should be less difficult than where a scheme 
covers a wide area and where there are many producers and buy- 
ers. In most cases the initiative in the preparation of schemes, so 
far, has been largely confined to areas where voluntary co-opera- 
tives now exist and have been relatively successful. The difficulty 
of regulating the marketing of a commodity under a marketing 
scheme, which is handled largely by motor truck, is appreciated. 
It is expected that the regulation of the marketing of potatoes in 
Ontario under the proposed potato scheme, relating to potatoes 
entering the commercial channels of trade from four Eastern 
Provinces, will involve problems not yet encountered in the 
schemes in operation because a large portion of the potatoes is 
handled by motor trucks. There are two principal features to this 
proposed potato scheme. One is the elimination of consignment 
selling and the other is the prohibition of the sale of low and in- 
ferior grades of potatoes by potato dealers. 


Only Workable Schemes Considered 


It has been difficult in some instances to convince the pro- 
ponents of marketing schemes that in a marketing scheme there 
must be a definite scheme or plan of operation and that it must 
be workable. The proponents of some schemes have wished to 
take on the wide powers of the act and when granted these 
powers would then attempt to work out the details of their plan 
of operation. It has been made clear to such groups that a scheme 
must not only conform to the act but it must also be practicable 
and enforceable. 

In the operation of the Fruit Schemes, the cooperation of the 
Dominion Fruit Inspectors has assisted greatly in the success of 
the schemes. 

While producers have taken a greater initiative in the prepara- 
tion and submission of schemes than other groups, the interest 
which those engaged in marketing are taking in the act indicates 
that manufacturers and distributors of natural products appear 
to be just as anxious as producers to bring under control the 
members of their particular branch of the industry who refuse to 
abide by recognized business ethics in order to further their own 
selfish motives. 

With the marketing act in operation for only four and one-half 
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(414) months it is difficult to appraise results but the fact that no 
major violations have yet occurred in the operation of the five 
approved schemes might be considered as demonstrating that 
compulsory regulation of marketing is a principle which is being 
generally accepted in Canada. The number of schemes now under 
consideration and the large number of inquiries which are being 
received with respect to the preparation of additional schemes 
also indicate the desire of producers and those engaged in mar- 
keting for power to regulate by law the marketing of natural 
products. 


| 
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NOTES 


(Editorial Note: Dr. H. B. Price, Agricultural Experiment Station, Lexington, 
Kentucky, is the associate editor in charge of the Notes. Manuscripts for this section 
of the Journal should be addressed to him.) 


LOCAL GOVERNMENT IN A RURAL AREA 


In the late spring and early summer of 1933, the Kentucky Agricul- 
tural Experiment Station cooperated with the Bureau of Agricultural 
Economics in making an intensive study of local government in two 
typically rural counties, Livingston and Crittenden, of Western Ken- 
tucky. A chief purpose in making this study was to test the possibilities 
both of reducing the costs of rural local government through moderniza- 
tion and otherwise, and of increasing the efficiency of local government 
in a representative rural area. 

Three underlying conditions were found to dominate the pattern of 
local government in these two counties. All three of these conditions are 
non-progressive in nature and tend to retard improvement of local gov- 
ernment. Even more unfortunately, the three basic conditions can be 
changed only slowly. The first, which so commonly is true of small rural 
counties, is the very low tax base in each county. Sparse population and 
relatively large physical areas to be served in such counties, result in 
high unit costs of government. These high unit costs and low tax re- 
sources make it impossible for rural counties to provide acceptable gov- 
ernmental services unless either excessively high local tax rates are levied, 
or aid is forthcoming from outside sources. In these two counties, exces- 
sively high tax rates were not being levied, but services of a low order 
were being provided. Typical of the prevailing services were: one teacher 
schools in one-room frame buildings; practically no- available school fa- 
cilities for many of the Negro children; narrow, unimproved dirt roads, 
rather lanes or trails, which become streams of mud during rains; anti- 
quated and poorly maintained courthouses and jails; and non-effective 
and totally inadequate public health and welfare services. 

State constitutional and statutory control of county administration is 
the second condition which vitally affects the pattern of local government. 
This control begins with setting maximum and minimum limits of tax 
rates which counties may levy. The effect of this requirement may be 
illustrated by pointing out that county officials are chosen for the same 
offices, and the pattern of government is practically the same in both the 
poorest and wealthiest counties of the state. The maximum permissible 
tax rate of 50 cents per $100 of assessed value yields approximately 
$6,000 in one county and $2,450,000 in another. With only $6,000, the 
first county is expected to pay the salaries of the same number of elective 
officials as the second, to feed and maintain its prisoners, to care for 
paupers, and to pay for the cost of two or more county-wide elections 
each year. The cost of a third election has just been added through the 
adoption of a compulsory run-off primary election law in the selection of 
candidates for state offices. This limitation of the tax rate, plus numerous 
statutory requirements for definite expenditures, have forced many coun- 


(375) 


376 Local Government in a Rural Area 


ties to become indebted for current operating expenses during recent 
years. Statutory requirements concerning certain expenditures are s0 
extreme that county officials can exercise their judgment in spending only 
about one-third of the county general fund. In other words, two-thirds 
of what may be properly termed county spending is done as prescribed 
by state statutes. Objection is not raised to state supervision as such, but 
rather to the negative form which now exists. State supervision of a 
flexible, directory kind might well be as helpful and stimulating in im- 
proving county government as the present statutory form is harmful and 
deadening. Statutory proscription and interference, however, do not end 
with setting limitations of tax rates and controlling county general fund 
expenditures, but extend also to the county school fund, determining debt 
limitations, and even specify the interest rate which counties must pay 
on warrants of indebtedness. 

The third basic condition which must be faced in considering govern- 
ment in these two counties arises from the general misunderstanding, in- 
difference and hostility among the citizens themselves toward their 
county governments. This is perhaps the most important influence in 
determining the pattern of local government. This general attitude of 
citizens finds expression in numerous forms generally considered preju- 
dicial to good government, and looses important negative or destructive 
influences. 

Farmers, and this includes directly or indirectly, practically everyone 
in both counties, thought that salaries paid to county officials were much 
higher than they were. General misunderstanding of the costs of living 
in town existed, and many farmers stated that one to two dollars a day 
would be sufficient pay for county officials. There was small recognition 
that technical training in greater or less degree is required of all county 
officials, hence rapid rotation of office was urged. Closely allied with this 
belief, or growing out of it, were three others, namely, that anyone of 
legal age can fill any county office, that one term of office is both long 
enough for the incumbent to lay by considerable wealth, and also to be- 
come expert in managing a county office in the incumbent’s own rather 
than the public’s interest. A farmer in one county ran for county judge 
in 1933 with the declared purpose in his personal announcement of getting 
back in county salary part of the taxes paid to the county in former 
years. This man also offered to serve for half the salary then being paid 
to the county judge. 

Equally well intrenched were the beliefs that the administration of 
county government was dominated by townsmen living in the respective 
county seats, and that the county-seat magisterial districts received the 
lion’s shares of county expenditures. Findings of the study indicate 
clearly that neither belief was correct, but of what avail, if citizens 
believe contrariwise. Complaints, too, were widespread that farm taxes 
were oppressively high. Detailed analysis showed that this complaint was 
not well founded, and that the burden of taxes in these counties was about 
average. 

In view of the basic conditions outlined in the preceding paragraphs, 
certain conclusions were reached. First, it is difficult to see how appre- 
ciably improved schools, roads and other governmental services can be 
provided in these counties, except through increases in either state or 
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federal aid, or both. Under existing state laws, tax rates of levy cannot 
be increased. Sizable increases in local tax revenues must await improved 
economic conditions which in this area may be far distant. Consolidating 
two or more such counties will not help materially since the cost of main- 
taining most services increases in proportion to the enlargement of area 
or population. Combining each of these counties with an adjoining 
wealthier county might make it possible to provide additional services 
with reasonable increases in taxes throughout the entire area. Simple 
consolidation, however, does not appear to be the solution for inadequate 
county tax bases. Multitudinous other factors need also to be considered. 

Probably the single greatest obstacle to efficient administration of 
county government is the lack of centralized control in either a single 
office or board. For several years in both counties, expenditures have 
outrun revenues, and difficult debt situations have developed in each 
county. Extreme decentralization of authority, necessary increases in 
certain expenditures because of the depression, declining assessments, and 
rigid state statutory control were the major contributing factors in cre- 
ating these bad debt situations. Interest on debt alone now takes more 
than one-third of each tax dollar in one county and almost one-third in 
the other. All bonded indebtedness in both counties is in the form of 
sinking fund bonds. In one county, a sinking fund of considerable size 
has been accumulated, whereas in the other, there is no sinking fund of 
any consequence. Before the recent enactment of the retail sales tax law 
in Kentucky, which provides that one-third of the collections is to go 
back to the counties for road debt payments, it was difficult to see how 
either debt default or scaling down of debts could be avoided in the 
latter county. 

Reorganization within the counties would permit some reduction in 
the cost of government without the impairment of essential services, but 
in order to bring revenues and expenditures into balance much more than 
reorganization will be necessary. Available tax resources within the coun- 
ties are such that this balance can be achieved without serious impair- 
ment of services only if large amounts of outside aid are forthcoming. 
Future maintenance of a balance between revenues and expenditures will 
probably only be possible through centralized budgetary control. 

In view of conditions revealed by tius study, material improvement of 
local government in these two counties will likely proceed slowly and 
encounter many obstacles. The most serious of these is undoubtedly the 
negative attitude of citizens as outlined in the immediately preceding 
paragraphs. The major adverse effects of this attitude upon the effi- 
ciency of local government may be summarized as follows: 


1. Many able and public-spirited citizens are discouraged from seeking 
public office. 


2. County government loses importance in the eyes of the electorate. 
The resulting indifference gives added incentive for self-seeking indi- 
viduals to use public office for other than the best interests of the county. 

3. At least some county offices become more important as stepping 
stones to places in state political circles than as opportunities to serve 
the local people. 


4. The incentive to improve upon the work of one’s predecessors in 
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office is reduced by short terms in office, low salaries, and citizen in- 
difference. 

5. The pressure exerted by many persons who want to hire teams or 
farm equipment to the county, who want to sell supplies to the county, 
who want to be employed by the county, or who desire some direct, aid 
from the county, makes it difficult to hold local government expenditures 
within reason. 

Education appears to be the only means whereby a change may be ef- 
fected in citizen attitude. The traditional conservatism generally ascribed 
to rural people is a dominating force in the conduct of government in 
these two counties, and must be fully and frankly recognized in planning 
reorganization of local government. With county government as now 
organized, more than 25 percent of the electorate in each county receive 
pay from the county during the year for either goods or services or both. 
The attitude of this large favored group toward changes affecting their 
status is a powerful influence to be considered in all proposed changes 
in government. 

This situation, however, is not without its bright side. In such counties 
as these, where the duties of most offices do not require full-time attention 
of able people, there is an excellent opportunity for public-spirited citi- 
zens to seek such offices as a means of rendering competent and efficient 
service to their counties. Full-time service of these men could not be 
obtained at rates of compensation permitted by existing revenues, but 
part-time service might afford one solution to the difficulty. A person 
seeking as his sole source of livelihood a public office which carries only 
a small remuneration may be very incompetent, and, as a result, cost 


the taxpayers far more than the amount of his pay. At least the more 
important public offices should not be viewed as opportunities for other- 
wise unemployable persons to make a living. Intelligent citizens should 
consider such angles as these when they go to the polls. 

Clifton J. Bradley 


University of Kentucky 
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FACTORS AFFECTING FARM REAL ESTATE VALUES IN 
THE UNITED STATES* 


The appraisal of farm real estate necessitates forecasts of farm real 
estate values as a whole, and of the relative values of individual prop- 
erties. While the second of these problems may be the most complicated, 
involving a multitude of factors such as soil and location, it is perhaps 
true that most of the difficulties experienced by buyers, lenders, and bor- 
rowers since pre-war days have resulted from failure to correctly appraise 
the general trend of farm real estate values. A number of factors are 
responsible for this failure, one of which is the difficulty of making a 
concrete, definite quantitative estimate of the probable effects of changes 
in the several factors commonly held to be responsible for fluctuations in 
the general level of farm real estate values. In addition, of course, there 
is the difficulty of forecasting changes in these factors themselves. 

Discussions of factors affecting the general level of farm real estate 
values in the United States usually feature gross income, net income, 
prices, taxes, rate of capitalization, number of foreclosures, number of 
farms available for purchase, the psychology of buyers, opportunities in 
occupations other than farming, and so on. Line graphs of the general 
price level, ratios of prices received for farm products to prices paid for 
commodities used in living and production, interest rates on farm mort- 
gages, and other factors are shown, together with index numbers of farm 
real estate values. It is generally recognized that all or most of these 
factors bear some relation to farm real estate values, but apparently 
no published quantitative analysis of the net relation of each factor to 
land values, after allowing for the influence of the other factors, has been 
made. The accompanying analysis is an attempt to indicate some of 
these net relationships, and to sift out from the jumble of factors com- 
monly considered to be of some importance, those which actually are 
predominate in determining the general level of farm real estate values 
in the United States. Since the analysis by no means is complete, being 
a by-product of another research project not directly related to land 
values, it is offered merely as suggestive of the possibilities of a more 
quantitative approach to the subject than has been commonly followed. 

The entire analysis is contained in the accompanying figure, which 
requires little explanation to agricultural economists, most of whom 
probably are familiar with the graphic method of multiple correlation. 
The index numbers of farm real estate values for the years 1912-33, 
inclusive, the longest period for which such data were available, are from 
U. S. D. A. Circular No. 309, “The Farm Real Estate Situation for 
1932-33.” The index numbers of wholesale prices of farm products are 
from Table 3 of Warren and Pearson’s book, “Prices.” The farm price 
index numbers of the U. S. D. A. were not used because they were not 
available for years prior to 1910. The index numbers of farm real estate 
taxes per acre are from “The Agricultural Situation,” published monthly 
by the U.S. D. A. 

The first question which arises is, What factors do farmers and others 
use in formulating judgments as to probable future gross income from 


1 Contribution from the epetieant of Agricultural Economics, Missouri Agricultural Experi- 
ment Station. Journal Series No. 403. 


(379) 


| 


380 Factors Affecting Real Estate Values 


farms? In order to answer this question, the relationships between farm 
real estate values in the United States and various factors such as gross 
income from farming in past years, wholesale price of all commodities, 
and other factors were roughly ascertained. Various lags and weighted 
cumulations were used. It was found that a ten year cumulation of 
wholesale prices of farm products, weighted inversely as the number of 
years distant from the year for which the cumulation is calculated, 
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showed the closest association with changes in farm real estate values 
during the period 1912 to 1933, inclusive. This indicates that farmers 
and others whose judgments influence farm real estate values base their 
expectations of future gross incomes on what has happened to farm 
product prices during the ten years immediately preceding, with each 
year carrying less weight as it recedes into the past. 

As shown by Section 1 of the chart, the weighted cumulations of whole- 
sale prices of farm products were closely related to changes in farm real 
estate values during the period 1912-21, inclusive (Curve A). The shape 
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of this curve may be logically accounted for, in that when wholesale 
prices of farm products reach extremes, either high or low, the effect on 
net profit or loss becomes more marked, because of the relation between 
prices and fixed costs, thus resulting in a steeper slope of the curve at 
these extremes. The fact that the curve for the period 1922-33 (Curve B) 
assumes a very similar shape, and that the curve representing the net 
relationship for the entire period 1914-33 (Curve C) also has this shape, 
further justifies the use of these curves, as does the fact that the dots 
representing the individual years fall closely on the lines of estimate. 
The degrees of freedom lost by using a curve of this shape has a neg- 
ligible effect upon the validity of the conclusions, in view of the large 
number of years included in the analysis. 

If either of the periods 1912-1921 or 1922-33 alone had been used in 
the analysis, probably no factors other than wholesale prices of farm 
products would have been used, since the variations in land values during 
each of these two periods would have appeared to be explained almost 
completely by the variations in the cumulated wholesale prices of farm 
products, as evidenced by the fact that all of the dots fall approximately 
on the curve. When the entire period 1912-1933 is included, however, it 
is evident that there was a distinct difference in the relationship between 
farm product prices and farm real estate values in the first and last 
halves of the period. During the period 1922-33 any given cumulated 
level of farm product prices resulted in a lower level of farm real estate 
values than it would have during the period 1912-21. This change in the 
relationship was in the nature of a trend. Some factor or factors other 
than changes in wholesale prices of farm products were responsible for 
an upward trend in farm real estate values from 1912-1921, and a down- 
ward trend from 1922 through 1933. By using a curve representing the 
net average relation between the cumulations of farm product prices 
and farm real estate values, and plotting the deviations of the individual 
years from such curve against the series of years in chronological order 
used as a horizontal scale, the upward and downward trend would have 
been disclosed. 

It is of little value, however, to indicate that such trends have existed, 
unless they can be explained. A number of possible factors were used to 
determine responsibility for the trends. Since these factors, such as prices 
paid for products used in living and production, farm wages, and farm 
real estate taxes are all closely correlated, the relationship between any 
one of them and the trend in farm real estate values actually might 
cover up a similar relationship between real estate values and other 
factors. However, various trials indicated that a five-year cumulation 
of farm real estate taxes, weighted according to the same principle as 
were the cumulations of wholesale prices of farm products, bore a con- 
siderably greater relation to the deviations of the individual years from 
Curve C in Section 1 than did any other factor or combination of factors. 
This net relationship of farm real estate taxes to farm real estate values 
during the period 1914-1933 is shown in Section 2 of the chart. It was 
not possible to include 1912 or 1913 in this part of the analysis, or to 
experiment with cumulations of taxes longer than five years, because of 
the lack of data covering years prior to 1913. In making the five-year 
cumulation of farm real estate taxes for the years 1914-16, it was esti- 
mated that the index numbers for 1910 through 1912 would not be ma- 
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terially different from 1913. Thus, the curve in Section 2 and the net 
curve in Section 1 (Curve C) represent net relationships for the period 
1914-1933. 

The extent to which variations in wholesale prices of farm products 
and farm real estate taxes accounted for the fluctuations in farm real 
estate values during this period is indicated by the close correspondence 
of the actual index numbers of farm real estate values and the index 
numbers estimated from the two curves, as shown in Section 3 of the 
chart. The greatest difference between the actual and estimated index 
numbers was 12.5 for 1921. In no other year was the difference greater 
than 4.0, and in all except seven years the differences were quite negligible. 
Of course, some other factors closely correlated with wholesale prices of 
farm products, or with farm real estate taxes, may have influenced farm 
real estate values during this period, such influence being obscured by 
their close association with prices and taxes. 

The extent to which the cumulations of farm product prices and taxes 
accounted for variations in farm real estate values during the years 1914- 
1933, as shown by this analysis, may be expressed mathematically as 
the index of correlation (P—.993). If this index is squared, a percentage 
determination of 98.6 is obtained. This indicates that nearly 99 percent 
of the variations of farm real estate values during the year 1914-33 are 
accounted for by cumulated changes in wholesale prices of farm products 
and farm real estate taxes. 

It is quite possible, of course, that in future years farm real estate 
values will not bear the same relationship to wholesale prices of farm 
products and farm real estate taxes which they have in the past. This 
relationship depends upon the manner in which buyers and sellers inter- 
pret the future in terms of the past, and all experience with price analysis 
and forecasting indicates that farmers and business men are deplorably 
lacking in a sense of courtesy to the price forecaster, changing their 
reactions without reasonable notice, and frequently in a seemingly pre- 
verse effort to scramble the results of laborious analyses. Hence, it would 
be an unwarranted use of the analysis to forecast farm real estate values 
for the future, based on these past relationships and expected future 
changes in farm product prices and taxes, without taking into account 
possible changes in the location or shape of the two curves. However, it 
may be noted that some of the difficulties encountered with forecasts 
based on such an analysis would be absent in this case. The period of 
years covered includes years in which extremes of both prices and taxes 
were encountered, thus making unlikely the necessity of extending the 
curves beyond the realm of past experience. The period also includes years 
in which were encountered high prices and low taxes, high prices and high 
taxes, low prices and low taxes, low prices and high taxes, and gradations 
between. If the analysis had covered any shorter period these extremes 
and combinations would not have been encountered, which certainly 
would have caused any forecast based on such an analysis to be wrong at 
any time that such extremes were encountered, as during the last several 
years, even though fundamental reactions of buyers and sellers had not 
changed. The applicability to the future of the present analysis is much 
more likely to be conditioned or limited by actual changes in the reactions 
of buyers and sellers than by limitations of the range of past experience 
with the dependent or independent factors. 


F. L. Thomsen 
University of Missouri 
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PART-TIME FARMING IN THE TWIN CITY AREA 
OF MINNESOTA 


One of the studies pertaining to part-time farming initiated in 1934 by 
the Division of Subsistence Homesteads, Department of Interior, was 
made near the Twin Cities. The objectives in this study were, (1) to 
discover to what extent this class of people was in need of assistance, 
(2) to obtain light on the nature of the help required, and (3) to find 
the types of situations to which part-time farming is adapted and the kind 
of procedure to be most effective. A part-time farmer as used in this 
study was designated as the head of a household who spent part of his 
time on a major occupation other than farming, one living on a homestead 
covering a half acre or more which furnished a considerable portion of the 
family food, or one living on a tract of land and receiving other income 
including pensions or annuities. 

There were 1,287 part-time farmers around the Twin Cities inter- 
viewed, of which 1,057 were owners and 230 tenants. Several definite 
types of production were discovered—fruit and berries, vegetables, poul- 
try, and general farming with the largest proportion of the income from 
dairy and livestock. Approximately 2 per cent of the tenants and 11 per 
cent of the owners were producing fruits and berries. Four per cent of the 
tenants’ income and 13 per cent of the owners’ income came from this 
source. It is significant to note that apparently tenants are not inclined 
to enter into a type of production which requires several years to bring 
it into full production, but rather they follow that type from which some 
return can be obtained rather quickly. Tenants had remained on the same 
homestead an average of three years and owners an average of nine. 

The average size of the farms studied was 4.8 acres, the owners averag- 
ing 4.6 and the tenants 5.6. The owners’ vegetable garden amounted to 
18 acres and the tenants’ 2.1. There was no significant difference in the 
size of part-time farms in areas close to the cities and those farther away. 
This might indicate that there may be reasons other than income for 
people buying part-time farms. 

The value of these farms was dependent to some extent on their size, 
although the variation in the value was not as great as the variation in 
the size. The average valuation per farm was $2,543, or $530 per acre. 
The valuation of the farms operated by owners was $2,609 and by tenants 
$2,238. The value of the former averaged $167 more per acre than the 
latter. The houses averaged 4.7 rooms for all farms and there was no 
difference in the average size of the house on the owned and rented farms. 
The owned farms had more modern conveniences than the tenant farms 
and a larger proportion of the owned farms had such conveniences. It is 
significant to note that 68 per cent of the value of the farm was in 
buildings, 57 per cent being in the house and 11 per cent in other buildings. 
The percentage of the capital in buildings was higher on owned than on 
tenant farms. As the farms increased in size the proportion of the capital 
in buildings decreased. The proportion in the dwelling alone varied from 
75 per cent on farms of less than two acres to 45 per cent on farms over 
five acres. 

There were four principal sources of income from these farms but most 
farmers depended on one of these sources for their main income. Because 
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of the small size of the farms it was necessary to utilize all available 
resources along a particular line in order to make the main enterprise pay. 
Table 1 gives the distribution of farms and income by sources. 


TABLE 1.—DiIstTRIBUTION OF INCOME AND Farms oF 1,287 Part-TIME FARMERS 
IN THE TwIn City AREA IN 1933 


Per cent 
of farms 


Owner 


Per cent 


Major source of income of income 


Total 


Tenant Tenant 


Vegetables 

Poultry 

Dairy and livestock 
Fruit and berries 
Miscellaneous 


100.0 


The proportion of income from dairy and livestock products and from 
fruit and berries was larger for owned farms than for tenant farms. 
Because of the time required to bring fruit and berry planting into produc- 
tion there were not many tenants in this type of production. Furthermore 
owners are reluctant to risk such permanent forms of production to shifting 
tenants. On the other hand the proportion of the income from vegetable 
and poultry products was greater on tenant than on owner-operated farms. 

The gross income from these farms in 1933 averaged only $271 of which 
55 per cent or $149 was in the form of cash and the remainder in the 
form of food and fuel used by the family. The tenants obtained 7 per cent 
more of their food from the farm than the owners did and the owners 
bought 5 per cent more of their food than the tenants did. This may indicate 
that more of a self sufficing type of farm is more important to the tenant, 
because of his situation, than to the owner. 

The proportion of the different kinds of products raised which were 
consumed on and sold from these part-time farms is indicated in Table 2. 


TABLE 2.—PROPORTION OF PRopucTs RAISED WHICH WERE CONSUMED AT HoME 
AND SOLD BY PART-TIME FARMERS AROUND THE TWIN CITIES IN 1933 


Fruit 


Poultry 
and 


Vegetables and Dairy Livestock 


berries 


eggs 


products 


67 
33 


80 
20 


68 
32 


29 


71 


68 
32 


It is of interest to note that the consumption of these products was 
greatest per family on farms where the production of them was greatest. 
Increased consumption of fruits. and vegetables had no appreciable effect 
on the amount of food purchased per family. The food purchased per year 
was only $23 higher per family on 415 farms which had no poultry than on 
872 farms which had poultry. However, on the 872 farms which had poultry 
there was a tendency for the amount of food purchased to increase as the 
sales of poultry products increased. Thirty per cent of the farmers kept 
cows. A larger proportion of the production from cows was consumed in 
the home than of any of the other products. The consumption of dairy 
products on farms with two cows was 42 per cent more than on farms 
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with one cow and on farms with more than two cows it was 83 per cent 
more than on farms with only one cow. The value of the consumption of 
dairy and poultry products on farms which produced these products was 
greater than the additional food purchased on farms which did not raise 
these products. It would appear that increased consumption of products 
produced on the farm tends to raise the level of living as far as food is 
concerned instead of reducing to any appreciable extent the amount of 
food purchased. 

Approximately 80 per cent of the total income came from non-farm 
sources and amounted to $560 per family. The kind of non-farm work done 
was classified as unskilled, skilled, and white collar jobs. Of those doing 
non-farm work, 58 per cent were unskilled, 31 per cent were skilled and 
11 per cent were white collar workers. The average non-farm income for 
the unskilled worker was $450, for the skilled $630, and for the white 
collared worker $938. 

The average length of time the owners had been on their farms was 
nine years. Some farms were purchased previous to 1909 and some after 
1929. Farms purchased in recent years had a higher ratio of debt to value 
than those purchased earlier. This is due to the decline in values in recent 
years and to some liquidation of the mortgage on the purchases made in 
the earlier years. Table 3 gives the ratio of debt to value and the period 
of purchase. 


TABLE 3.—RatTio oF DEBT TO VALUE OF PART-TIME FARMERS 
AROUND THE TWIN CITIEs IN 1933 


Period purchased Present ratio of debt to value | Per cent of mortgaged farms in 1933 
27.2 
33.1 19.1 
68.1 31.4 
47.7 100.0 


Seventy-two per cent of all these farms were mortgaged. The debt on 
21 per cent of the mortgaged farms exceeded the 1934 valuation. The debt 
was extremely heavy on 39 per cent. This suggests some question as to 
the liquidation of the debt on approximately two-fifths of these farms. 
Forty-two per cent of the farmers who are heavily in debt were delinquent 
on their interest and principal payments and 25 per cent of those carrying 
light debts were delinquent. 

More than one-half of the owners purchased unimproved land and added 
yuildings and other improvements later. This indicates that prospective 
part-time farms were not available to purchasers in the majority of cases. 
If improved part-time farms had been available the investment on the 
part of these farmers would probably have been less. 

Probably the greatest advantage part-time farming has to offer is that 
it furnishes an opportunity for producing a portion of the food used in the 
home, cheaper house rent, and some out-of-doors activity for the family 
away from the crowded conditions in a city rather than a profitable 
investment from the financial viewpoint. 


L. F. Garey 
University of Minnesota Wilbur Baldwin 
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THE STEPPED PRICE SCHEDULE FOR FLUID MILK 


For many years prior to the depression there was a slow but steady 
increase in the per capita consumption of fluid milk and cream in our 
large urban milk markets. Since 1929, however, the sharp reversal of this 
trend has been a matter of concern to milk producers, distributors, control 
authorities and those interested in the public health generally. Although a 
large part of the decline in demand is without doubt due to the shrinkage 
of consumer incomes, and may be expected to give way to increased 
utilization as economic conditions improve, there is nevertheless basis for 
fear lest the revised consumption habits become permanently set. 

There is even more ground for concern when we realize that in the 
New York milk market the peak of per capita consumption of milk 
apparently came about 1927, and that the decline had already set in 
before the severity of the depression had been realized. Although this 
may have been due in part to the high level of prices prevailing at the 
time, the extraordinary decline in the birth rate in the past decade cannot 
be neglected as a factor affecting per capita consumption. In New Jersey, 
for example, the number of births declined steadily from 76,530 in 1924 
to 56,072 in 1933, or more than 25 per cent, although the total population 
increased during the same period from 3,440,000 to more than 4,300,000. 
Inasmuch as milk consumption by children and adolescents has probably 
constituted the largest and most inelastic component in the demand for 
fluid milk,’ the changing age composition of our population would seem 
to be a dynamic factor whose influence in the future cannot safely be 
neglected by the milk industry. If even the present aggregate volume of 
consumption is to be maintained, some way of building up utilization in 
other directions must be found. 

It is generally agreed by pediatricians and public health authorities 
that per capita consumption of milk is considerably below the optimum, 
and that the available milk supply is not excessive in relation to desirable 
standards of utilization. Nevertheless efforts to stimulate the use of milk 
by resort to advertising media—as in New York state—have not yet pro- 
duced significant results in the face of low consumer incomes and the 
possibility of substituting alternatives for milk in many uses. As an adult 
beverage milk must compete with many others; as a culinary ingredient 
it faces the substitution of skim milk, dried milk, evaporated milk, and 
other products not based on milk. It seems doubtful if the use of fluid 
milk can be greatly expanded against such competition unless its price 
can be placed more nearly on a basis of competitive equality. Conversely, 
any further relative movement of milk prices upward would encourage 
adverse substitution. 

What then can be done to meet the problem of substitution of other 
‘ commodities for fluid milk in the range of competitive utilization, and/or 
to build up new or extended uses for milk to offset the probable shrinkage 

1Graph, “Per Capita Consumption of Milk and the Milk Equivalent of Cream. New York 
Market.” Farm Economics, February, 1934, reproduced in “The Dairy Situation in the Northeast.” 
New York State College of Agriculture, Dept. of Agricultural Economics and Farm Managament, 
2 ew Jersey, Department of Health. Annual Report, 1933, p. 228, supplemented by 
information furnished directly to the writer. 

8 See, for example, C. B. Howe and W. C. Waite, The Consumption of Dairy Products in Seven 


Metropolitan Cities of New Jersey. New Jersey Agricultural Experiment Station. New Brunswick, 
New Jersey. October, 1932. 
(386) 
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in consumption by children and adolescents? At the present time there 
are few milk markets in which there is not a substantial excess of milk 
production as compared with demand for fluid consumption at current 
prices. The excess must be separated for sale as cream or utilized for the 
production of butter, cheese, ice-cream, and other dairy products. Where 
a substantial volume of milk must be sold through these more highly 
competitive, lower-price outlets, as Class 2 or Class 3 milk, the average 
or “blended” price received by the milk producer for his entire output is 
materially reduced. Any device which would stimulate demand in a higher 
price classification would improve the situation by reducing the volume 
to be sold in the lower-priced outlets. 

There seems to be reason to doubt whether a general horizontal reduc- 
tion in retail fluid milk prices would, in the short run at least, shift the 
domestic demand sufficiently to effect a net increase in total (blended) 
receipts from milk sales through all outlets, although it might do a great 
deal to improve the longer run adjustment of productive facilities to 
demand, and forestall a permanent loss of a part of the market. The 
distributors could scarcely absorb in its entirety a price reduction designed 
to stimulate consumer demand even though an increase in the volume 
of sales would presumably reduce unit costs of milk distribution. Assuming 
that a substantial part of any reduction would therefore be reflected in 
the price paid to the farmer for milk sold for fluid consumption (Class 1 
milk), he would get a smaller return on the part of his production formerly 
sold as Class 1, and a larger return on milk shifted upward from Class 3 
or Class 2. Inasmuch as a 1 cent reduction in retail price, if shifted com- 
pletely to the producer, would involve nearly a 20 per cent reduction in 
his receipts per quart, the consumer response even to a small reduction 
in retail price would have to be large if the producer would break even. 

If the short-run advantage of a general price reduction seems doubtful 
as it bears on the milk producer, whatever the longer run effect, it may 
be worth while to inquire whether there is any method of making promo- 
tional price concessions in an effort to stimulate demand without at the 
same time altering the entire price structure. 

One possible method which suggests itself is the use of a stepped price 
schedule for retail sales of milk, similar to that employed by public utility 
companies to encourage the increased use of electric power in the home. 
A typical utility schedule varies the rate from 9 cents per KWH for the 
first 20 kilowatt hours, to 3 cents per KWH for all over 50.* It is assumed 
that a certain amount of current is utilized for lighting and similar services, 
in which substitution is unlikely. This class of service is therefore expected 
to bear the bulk of the service costs attributable to the individual cus- 
tomer. Additional power cannot be sold, however, unless the price for 
the additional quantity is reduced to a level of competitive equality 
(convenience considered) with ice for refrigeration, gas for cooking, etc. 

In many respects the demand situation for fluid milk resembles that 
existing in the electrical industry. Furthermore, the conditions surrounding 
the service in each case make a resort to the stepped rate promotional 

4Public Service Company of New Jersey. General residence rate. 
The first 20 kilowatt hours per month—9c per KWH 


The next 10 “ —6e 
All over 50 “ “ “ “ —3e “ “ 
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device theoretically sound; in both the commodity must be supplied con- 
tinuously or recurrently, and cannot be purchased in advance of need and 
stored—the circumstances which make a stepped rate impossible for the 
majority of goods. 

The schedule which follows is intended merely to illustrate the principle 
as applied to milk. It is assumed that the present average fluid consumption 
is less than 40 quarts per month per family. The objective is to expand 
total consumption beyond 40, while looking to that 40 quarts to cover the 
major costs of distribution to the customer. 


Total amount Cumulative 
tota 


The first 10 quarts per month 14¢ per qt 
The next 10 13 

The next 10 

The next 20 

The next 25 

All over 75 


The initial step in this schedule is one cent higher than the 13 cent 
minimum rate for grade B milk now prevailing in certain New Jersey 
areas. This is on the assumption that a higher charge is warranted in 
order to cover the cost of intermittent service, inasmuch as delivery stops, 
bookkeeping, collection costs and overhead items per account do not vary 
significantly with volume. The user of one quart per day or thirty quarts 
per month (representing a large class of customers) is left precisely where 
he stands under the present flat minimum price of 13 cents per quart 
although he is exposed to the psychological influence of a diminishing 
price. From this point on a progressive advantage would be derived from 
the expanded use of milk, the marginal price diminishing faster than the 
average price. The consumer of 60 quarts would pay $7.10 as compared 
with $7.80 under the flat rate; he could increase his consumption to 
75 quarts for an additional $1.50 and to 100 quarts for an added $3.75 as 
against $5.20 under the flat minimum rate. 

The essential basis for a resort to the stepped rate device is that addi- 
tional sales made in this way would in large measure affect milk now sold 
as surplus, without affecting, in the same degree as a horizontal price 
reduction, the price of milk already being sold for fluid utilization (i. e. as 
Class 1). Even though the producers would probably have to take less 
than the full Class 1 price for the additional milk sold, they would benefit 
to the extent that this afforded a better outlet for milk now going into 
still lower priced outlets. 

It has been suggested that the proposal is based on a false analogy, 
inasmuch as an electric utility is a monopoly, whereas the milk industry 
is competitive; that the device could be used, if at all, only where milk 
distribution is already unified. In the same vein it is said that the power 
company enjoys a unified mechanical control of the product clear through 
to the appliance in the customer’s home, whereas the milk distributor 
must depend upon a human agency to maintain the line of contact with 


5 For a customer taking both A and B milk, the schedule might be adjusted as follows, (taking 
the first three steps as an illustration) : 
5 qts. B @ 14c; 5 qts. A @ 16c 
3rd 5 “ “ 12¢: 5 “ 14¢ 
A supplementary schedule should of course be devised for cream. 
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the consumer. Moreover the consumer may decide on a moment’s notice 
to use an electric appliance, whereas he must foresee his needs if he is to 
purchase additional milk through the normal delivery process. 

Based largely on these more general considerations are certain practical 
objections: (1) that milk drivers will be tempted to graft under the system 
by carrying fewer customers on their books than they actually have, and 
pocketing the margin afforded by the pooling of the smaller orders;* 
(2) that the customers will be unable to understand the system, with 
consequent friction and ultimate demoralization of the entire price sched- 
ule; (3) that consumers may defeat the purpose of the plan by pooling 
their orders under a single name and delivery; (4) that the scheme would 
conflict with the weekly collection periods employed by many milk dis- 
tributors. 

Whether a satisfactory method of controlling the chiselling driver can 
be devised either by a modification of the usual commission system of 
remuneration or some other measure is a matter to be investigated.’ 
The pooling of orders by individual consumers or groups of consumers 
(as in apartment houses), however, might well result in worth-while 
economies in distribution costs by reducing the number of stops to be 
made, the number of accounts to be handled, and the like. Presumably 
pooling would rarely develop save where there was marked need for 
economy ; it might serve in a measure as a method of differentiating the 
needy from the economically more able consumer. To the extent that pool- 
ing might develop it would offset another criticism of the plan, namely, 
that the high initial step would discriminate against the customer who 
cannot afford to buy as much as a quart of milk per day. On the other 
hand, the present flat minimum rate of 13 cents per quart affords him 
relatively scant relief. The scheme might be adjusted to a weekly collection 
basis either by applying credits for volume earned during the month as a 
reduction in the 4th weekly bill, or by returning a cash dividend to the 
consumer at the end of the month. 

No doubt the most serious question is whether the rate of progression 
toward lower prices for marginal increments of demand could be made 
sufficiently spectacular to induce the additional consumption necessary to 
make the plan worth while. There is authoritative opinion to the effect 
that the demand for milk is inelastic, accompanied, to be sure, by certain 
qualifications with respect to the influence of broad changes in underlying 
economic conditions.’ Nevertheless, demand has shifted during the de- 
pression, and if the implications of population trends have been correctly 
interpreted, there is little room to suppose that the inelastic component 
of the demand will soon resume its former magnitude. If that be so, a 
recovery in the volume of sales must be effected by centering attention 
on that part of the demand which is elastic, and presumably somewhat 
responsive to price appeal.® It may be that a stepped rate plan cannot be 


6 Some such instances have been reported in markets where a special price was offered on 
purchases of a given size, e. g., three quarts at a time. 

7 The problem of control would probably be less serious in cities where distribution is unified, 
in suburban areas where more accounts are carried on the dealers’ own books, or in the case of 
producer- distributors or other small dealers having fewer drivers to supervise. 

8H. A. Ross. The Demand Side of the New York Milk Market. Cornell University, Agri- 
cultural Experiment Station, Ithaca, N. Y. Bulletin 459. July, 1927 

9R. W. Bartlett has collected a considerable amount of evidence concerning the competitive 
relationships between milk and other foods, and the effect of relative shifts in price on consump- 
tion of milk. Prices and Consumption of Milk in apne Cities. University of Illinois, Agricul- 
tural Experiment Station, Bulletin 397, Jan., 1934 
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developed which does not sacrifice too much in price on the volume 
already being sold (since customers now buying more than the amount 
covered by the first three steps would get a slightly lower average price 
without buying any additional milk). Nevertheless, it is felt that the 
device would afford an opportunity to feel out the possibilities of increas- 
ing consumption as against substitute commodities, without embracing 
the greater hazards of a general price cut. At any rate the various com- 
ponents of the demand for fluid milk cannot be exploited to the fullest 
possible extent unless some plan of retail price differentiation can be 
developed. The stepped rate price structure is suggested for consideration 
as one way of attacking the problem.’° 
A. M. Mclsaao 
Princeton University 

10 Two more or less mutually exclusive arguments may be advanced against the stepped rate 
in this connection. If, on the one hand, there are now many customers buying more than 40 quarts 
per month, or if large numbers should pool, the average price would be reduced considerably 
before any additional business came in. If on the other hand, there are few customers buying 
as much as 40 quarts, the actual inducement offered to the bulk of the customers to expand demand 
would be very slight (one cent per quart at best). The available data afford little basis for deter- 
mining the actual distribution of purchases among accounts of varying size, and, therefore, the 
steepness of the progression necessary to stimulate demand. If there are few large accounts even 
a sharp progression would not seriously affect average receipts; if there are many, a more gradual 


progression would still leave a considerable number of users open to the stimulus of low marginal 
prices. 
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EFFECT OF TAX RATES ON LAND VALUES 


Data are available in the 1934 Minnesota Yearbook, pages 192-193, as 
to the average 1933 tax rate for each county in Minnesota. In order to test 
the effect of taxes on land values, five representative counties that are 
largely rural have been selected in the high tax group and five similar 
counties have been selected in the low tax group. The counties studied with 
their average 1933 tax rates are the following: 


High Tax Group Low Tax Group 
County Average 1933 tax County Average 1933 tax 
rate in mills rate in mills 
Average (unweighted) ..... 107.25 39.50 


In getting the average tax rate for the county, village and city property 
was not separated from property outside of incorporated places. However, 
it is probable that the averages reflect fairly well the difference in taxation 
rates on farm property. 

With an average rate of 107.25 mills in the high tax group and 39.50 
mills in the low tax group, the tax in each case on a farm property having 
a true and full value of $1,000 and assessed at 3344 per cent as per the 
Minnesota law, would be as follows: 


High tax rate: 
Tax on 334% of $1,000 or $333.33 at 107.25 mills.................. $35.75 
Low tax rate: 
Tax on 3344% of $1,000 or $333.33 at 39.50 mills.................... 13.16 
Difference 
$22.59 
Capital value of difference at 5% $451.80 


This assumes that the owner in each case is not entitled to homestead 
exemption. However, the problem is complicated by the fact that the first 
$4,000 of true and full value in the case of homesteads is assessed at 20 
per cent of such value. In the high tax counties, a great part of the farm 
property occupied by owners would be assessed at the twenty per cent rate 
instead of the 3314 per cent rate. 

If one assumed that the high tax counties the usual thing was for 
the owner-operator to own property with a true and full value of $4,000 
or less and that in the southern counties the usual true and full value of 
each farm unit was $10,000, and that the first $4,000 would be assessed at 
20 per cent of the true and full value, then on each $1,000 of true and full 
value the comparative situation would be the following: 

High tax group: 
Tax on 20% of $1,000 at 107.25 mills...............cccccccceccceees $21.45 
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Low tax group: 
Tax on 20% of the first $400 of each $1,000 of true and full value at 
39.50 mills 
Tax on 33 1/3% of the last $600 of each $1,000 of true and full value 
at 39.50 mills 


Difference $10.39 
Capital value of difference at 5% $207.80 


Assuming that the customary assessment in the high tax counties would 
be on the basis of 20 per cent of the true and full value and that in the 
southern counties the usual assessment unit would be $10,000, with the 
first $4,000 of owner-operator farms assessed at 20 per cent of the true and 
full value and the last $6,000 at 33% per cent of the true and full value, 
a unit of land with the same productivity would be worth 21 per cent more 
in the low tax region than in the high tax region. This assumes that the 
difference in tax situation is permanent and that in each the governmental 
services received are equal. However, the quality of service as regards 
roads and schools is probably better in the low tax regions. 

It is to be expected in the regions having a considerable percentage of 
rented land that differential taxation in favor of small owner-operators 
will do considerable to stimulate land sales as in a township and county 
where a considerable proportion of the farms are operated by tenants, there 
will be relatively little tendency to raise the rate to make up for decreases 
in revenue raised by a given mill levy. However, there will be a tendency 
for the benefits to the owner-operators, as a group, to diminish if differen- 
tial taxation results in a large increase in the number of homestead exemp- 
tions, as reducing assessed valuations will necessitate a higher mill levy 
if the same budget is to be raised. There is the possibility that the differ- 
ence in the amount of budget might be met by taxes other than those on 
land, in which case, present owner-operators, as a group, would enjoy a 
permanent benefit. 

In any case, the tendency is likely to be strong towards ownership, as 
of two adjoining farms, one operated by a tenant and the other with an 
owner-operator, the one with the homestead right will have a substantially 
lower assessment. 

Incidentally, in Minnesota, the preferential position of the owner-opera- 
tor as regards taxation makes a strong selling point where sales to tenant- 
operators are under consideration. 

Wm. L. Cavert 

Farm Credit Administration, St. Paul 
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The British Way to Recovery, by Herbert Heaton. Minneapolis: Univer- 
sity of Minnesota Press. 1934. Pp. VI, 184. $2.00. 


Able treatment of an intensely interesting subject makes this brief yet 
comprehensive volume, by Herbert Heaton, Professor of Economic His- 
tory at the University of Minnesota, a welcome book for reading and ref- 
erence. As the title suggests, it is a record of plans and policies followed in 
Great Britain, Australia and Canada during the depression in order to 
provide the three r’s, namely, relief, reform and recovery. Throughout this 
analysis the happy combination of facts and opinions make the volume 
very inviting. The author discusses three countries in which he has lived, 
studied and taught and his thorough acquaintance with the countries com- 
ing under his survey is abundantly clear. 

The major portion of the work concerns Britain where the author spent 
an eventful year—from the point of view of studying the topic under dis- 
cussion—from August 1931 on. The reviewer also spent the summer of 
1932 in Britain and perhaps partly for this reason finds this part of the 
volume so interesting and acceptable. 

A chapter dealing with Britain which will no doubt be particularly 
interesting to the reader of this Journal is the one well labelled “The 
Rediscovery of the Farmer.” Naturally, this contains many of the policies 
adopted and proposed to assist agriculture in Britain. This subject is im- 
portant to all those on this continent interested in this particular field. The 
discussion of these policies given in this chapter must be read to be 
appreciated. 

Equally interesting is the chapter dealing with Australia entitled “The 
First In and the First Out of the Depression.” Policies pursued there have 
been different from those followed elsewhere. The treatment of wages dur- 
ing the depression is described in some detail, also the regulatory boards 
which had been established prior to the crisis which reached that country 
at an earlier period than its appearance in some other places. The com- 
paratively late development of economics in Australia—perhaps a result 
of Edward Gibbon Wakefield’s idea of settlement, that representatives of 
all classes of society should be included, with one omission, no economists 
were to be taken or sent there, being lived up to for a time—the recent 
rapid expansion of the work there and the contribution to recovery by 
economists, make indeed welcome reading. 

“Canada Muddles Through” is the title of the last chapter. The trans- 
ference of Britain’s traditional role to Canada in this case is an indication 
that the author has few scruples about seeing things as they are, and states 
them as he sees them. This is a very valuable trait in presenting a volume 
on plans and policies of recovery. The variation in policies and plans for 
recovery followed in the three countries discussed is made perfectly clear 
throughout and this variation makes this volume of intense interest at 
this particular time. 

In concluding the discussion of Britain in chapter six, page 121, the 
author states: “If recovery means a regaining of the condition of material 
welfare enjoyed in 1929, or still more in 1913, there must be a large expan- 
sion of overseas trade.” 
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This opinion may require some modification or else greater elaboration 
than it is there given as some might contend that in some lines conditions 
have improved in Britain since 1929—(See Feavearyear, The National 
Expenditure, 1932 in Economic Journal, London, England, March 1934) 
—and decidedly since 1914 albeit not as much as desirable. Obviously it 
is impossible to amplify statements of this nature in such a brief treat- 
ment. That this statement is made does not detract in the least from the 
volume. It really adds in affording meat for further discussion. 

On page 167 in the discussion of the Canadian banking system the state- 
ment that “shareholders must accept double liability for twice the amount 
of their holdings” is obviously a misprint. One of these words, either 
“double” or “twice” should be omitted. This appears to be about the only 
place where any word could have been omitted as the volume is remark- 
ably condensed. 

These minor criticisms do not detract in the least from the pleasure 
of reading and recommending this valuable contribution to economic 
literature. 


J. E. Lattimer 
Macdonald College 


Farm Credit Administration, by William I. Myers. New York: American 
Institute of Banking, 1934. Pp. 478. $3.00. 
As the title indicates this excellent book is not intended to be a com- 
plete treatise on the principles and problems of agricultural credit. It is 
intended to furnish bank employees, members of the American Institute 


of Banking, a suitable text for “a course which would present both the 
how and why in dealing with the organization of the Farm Credit Adminis- 
tration and the methods used by it in handling farm credit.” 

Chapter 1, on Agricultural Production and Its Effect on Credit, con- 
denses in 21 pages a very lucid presentation of certain differences between 
agriculture on the one hand and industry and commerce on the other which 
have a bearing on agricultural credit. Some of the points touched upon 
include the size of the unit, rate of turnover, return on capital, and control 
over production. 

While the book is primarily an exposition of the organization and func- 
tions of the Farm Credit Administration, the second and third chapters, 
covering 76 pages, are devoted to a discussion of farm credit prior to 1933. 
Here the author surveys the changes in the volume of farm indebtedness, 
sketches the contributions of the various private lending agencies serving 
agriculture, traces the development of the diverse governmental agricul- 
tural credit organizations and the conditions that led up to the coordina- 
tion and centralization of the latter agencies by the present administra- 
tion in Washington. The latter topic is presented in Chapter 4, and the 
succeeding eight chapters are devoted to a detailed but not critical expo- 
sition of the organization and operation of the Federal Land Bank System, 
the Federal Intermediate Credit Banks, the Production Credit Corpora- 
tions and Associations, and the Banks for Cooperatives. This is not only 
well done, but undoubtedly is the only complete and up-to-date presenta- 
tion of these matters in one volume. 

_ A discussion of commercial credit principles and of credit instruments 
in relation to farm credit occupies chapter 13. Then follows a chapter on 
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Agricultural Mortgage Credit in Germany and Denmark, and the con- 
cluding chapter discusses Emergency Measures Affecting Farm Credit 
such as the Commodity Credit Corporation, Farm Debt Adjustment Com- 
mittees, and the revision of the bankruptcy laws as applied to farmers. 

In some respects this is the best text available on agricultural credit 
because the older texts are entirely out of date on the subject to which 
this book is primarily devoted. For class room use it would be desirable to 
supplement this text with readings in other and more analytical treatises 
on agricultural credit. Additional historical data may be desired by some 
teachers, and the non-governmental farm credit agencies deserve more 
attention in a college course in agricultural credit. The author is to be 
commended for having given us a very readable presentation of the or- 
ganization of the Farm Credit Administration and of how it meets the 
difficult tasks of supplying agriculture with an ample volume of credit 
suited to its various needs. 

Gabriel Lundy 
South Dakota State College 


International Economic Relations. Report of the Commission of Inquiry 
into National Policy in International Economic Relations. Minneapolis: 
University of Minnesota Press. 1934. IX, 397 pp. $3.00. 

The Commission of Inquiry into National Policy in International Eco- 
nomic Relations, better known as the Hutchins Committee, held hearings, 
received memoranda, and conducted detailed investigations under the 
direction of Professor Alvin Hansen. The resulting volume is the best guide 


to an intelligent American foreign policy that is now available. 

The book is divided into a summary of the recommendations of the 
Commission, a statement of the reasons for these recommendations, and a 
report by the director of research, Dr. Hansen. In addition, there are 
extensive memoranda covering statements submitted to the Commission; 
and the various hearings held are reported in brief summary. As a result 
of this method of presentation, the reader is afforded not only an orderly 
explanation and analysis of the specific measures advocated, but also an 
expression of the principal dissenting views and a discussion of various 
related problems. From the standpoint of the economist the most valuable 
part of the book is, in fact, contained in these supplementary memoranda. 
Among the topics covered are the relation of foreign trade to various 
aspects of the farm problem, questions of managed and unmanaged cur- 
rencies, and types of trade restrictions. The quality of some of these 
memoranda sets a high standard. 

The central idea of the report is that the United States should redress 
its balance of trade in commodities and services by building up an excess 
of import items. The danger involved in effecting a balance by the importa- 
tion of gold, as has been done in recent months, is strongly emphasized. 
The importance of a new and stable adjustment is outlined in the following 
terms: “Loss of our foreign investments, a withdrawal from cultivation of 
a considerable part of our farm acreage .. ., a persistent volume of unem- 
ployment in our export industries until the long and hard path of transi- 
tional adjustments has been trod to the bitter end, and a lower standard 
of living—these are the prices that must be paid if constructive solutions 
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are not found for: (1) the lack of balance in our international accounts 
and (2) the current strangling of world trade” (p. 132). 

The view that freer importation of foreign goods will substantially 
expand the market for American agricultural products has attained sur- 
prising vogue in recent months. It is sometimes suggested that an increase 
of $500,000,000 in the volume of imports would automatically create an 
export demand for an equal volume of American agricultural products. 
In any such extreme form as this the argument is certainly false and even 
in its more moderate versions it must be applied with great caution. The 
belief that a change in any particular item of the international balance 
of payments must be equalized by a change in some other single item is 
one of the most familiar errors in discussions of international finance. The 
most we can say is that in the operation of the so-called “principle of 
promotions and detractions” (a change in any item of the balance of pay- 
ments must be equalized by an opposite change in items on the same side 
of the balance, by a similar change in items on the opposite side, or by a 
combination of the two movements), some items are more adjustable than 
others. But that agricultural exports would prove highly adjustable seems 
improbable. Inasmuch as, first, the demand for manufacturers is much more 
elastic than the demand for agricultural products and, second, agricultural 
industries are now given high protection abroad, there is good reason to 
believe that such expansion as might occur in American exports would 
be more likely to take the form of manufactured than agricultural goods. 
And it should be recognized, also, that to the extent that proceeds of 
imports were used to service American investments abroad there would 
be no tendency for commodity exports of any kind to increase. 

A redressing of our international balance of payments by granting 
greater freedom to trade is strenuously to be desired; but we are deluding 
ourselves if we look upon this as, in itself, an important solution of the 
problem of agricultural surpluses. 

The committee is probably correct in saying that the reciprocal trade 
agreements now being negotiated are inadequate to effect the desired re- 
adjustment of export and import items. It seems to be less justified in 
arguing that tariffs should not be reduced substantially until prosperity 
has returned. Instead of this being a poor time to effect tariff reduction, 
it is probably a better time then we shall soon have again. Prosperity or 
depression, reasons can always be given for not reducing protection. 
As long as this spirit of caution prevails, we may expect little progress 
toward tariff revision or toward that redressing of the balance of payments 
for which the committee has made so strong a case. 


C. R. Whittlesey 
Princeton University 


Prices of Cash Wheat and Futures at Chicago Since 1883. Wheat Studies 
of the Food Research Institute, Volume XI, No. 3, Stanford University. 
November, 1934. 49 pp. $1.00. 


This is a tabular and graphic record of wheat price data through half a 
century, with an analysis of cash future relationships. The formation of 
the weekly cash prices included therein is especially noteworthy in that 
they are the spot prices of such wheat as is being delivered or is expected 
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to be delivered on Chicago future contracts, adjusted for premiums or 
discounts, rather than the quotations of a particular grade of wheat. 
These prices as so compiled are termed “basic cash prices,” since they 
apply to the spot wheat which is the effective basis of future contracts. 
They are considered to be particularly adapted to the special requirements 
of an analysis of relations between prices of United States cash wheats and 
of Chicago futures, and also to the comparison of those cash prices which 
are closely tied, with those which are not closely tied to the future. Com- 
plete discussion is provided to show the method used in the compilation 
of these basic cash prices and to point out why they do constitute a 
representative wheat price series. 

The relation and changes in relation between the price of cash wheat and 
the prices of futures during the period are presented graphically. This 
prsentation shows the amount of premium or discount of the basic cash 
price relative to the dominant future and also the actual cash and future 
prices, thereby permitting an analysis not only of the relation of cash to 
the dominant future, but also of cash to all futures, and of one future with 
the other futures. 

Examination was made of the bearing of storage costs on price relations. 
Certain years in the forepart of the period were selected for particular 
study because the provisions for payment of storage charges were such 
as to provide a fairly accurate estimate of the influence of storage costs, 
and of the extent to which the cash-future relations were under the in- 
fluence of these costs and the extent to which they were under the influence 
of other factors. This particular analysis is given in detail, and although 
the results are not claimed to be generally representative, except as regards 
the character of the main influence effective in determining cash discounts, 
the authors consider that they provide a useful background for considera- 
tion of general tendencies shown throughout the period included in the 
study. 

The main tendencies of cash future price relations are discussed under 
the head, “Seasonal and Related Tendencies,” in which the two types of 
relations, designated as “discount” and “premium,” are analyzed. Dis- 
counts of cash under old crop futures are considered as a reflection of 
varying effective costs of storage, which may be the full storage expense 
or greater or less than the latter. When the effective cost is negligibly 
small, the cash may rise above the future. Premiums of cash wheat over 
the future which usually are observed with respect to new crop futures are 
shown to be of complex character, depending chiefly on anticipated short- 
age of old crop supplies of wheat but partly on costs of storage. 

The seasonal tendency in cash wheat prices is analyzed from the stand- 
point of the movements of cash prices relative to future prices. The 
“seasonal cycle” in cash prices as reflected thusly, is shown to indicate no 
uniform seasonal tendency and to represent in its upward and downward 
phases the influence of two correlated sets of forces. The cyclical effect is 
produced because these opposing price influences are effective at different 
times of the year. One set of forces is connected with surplus and is asso- 
ciated with an upward movement of cash prices relative to futures and 
usually operates during the interval between harvests, but may operate 
continuously over periods of several years. The other set operates only in 
a period about the time of harvest and then only if there is no excessive 
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carryover. While it may include a tendency for a reaction of a decline from 
an antecedent rise of cash prices relative to future, it usually involves a 
reaction from a condition of shortage that raised future prices quite as 
much as cash prices. 

The appendix includes tables of the weekly basic cash wheat prices, 
.prices of the four futures, and the spread between cash and futures, 
1883-1934; monthly average prices of basic cash wheat prices, 1883-1934; 
and periods during which various classes and grades of wheat were basic 
to the Chicago future. 

Anyone who is interested in price movements and cash future relation- 
ships will find this number of “Wheat Studies” to be very valuable, and 
in particular will be impressed with the care used in the establishment 
of the basic cash price series and the suggestions that the method of com- 
pilation offers. 

R. W. Coz 

University of Minnesota 


World Agriculture and the Depression, by Vladimir P. Timoshenko. Ann 
Arbor: University of Michigan Business Studies, Vol. 5, No. 5. 1933. 
Pp. 123. $1.00. 


The author indicates that his purpose is “to show the position which 
agriculture has occupied in the creation and the development throughout 
the world of the present general economic depression” (p. 3). In this 
purpose, perhaps, is to be found the reason for some of the author’s con- 
clusions, for he appears to be more interested in finding in agriculture an 
initial cause of the depression than in finding contributing causes or in 
observing the effect of the depression upon agriculture. Nevertheless, the 
study is a valuable contribution to the literature concerning business 
fluctuations. 

Chapter 1, discusses prices, production and stocks of certain agricul- 
tural products for the period 1923 to 1932. Declining prices, increasing 
production and increasing stocks are held to be proof of over-production. 
The author holds that the increased production was due largely to acreage 
expansion rather than to the bounty of nature. 

Chapter 2 points out that the most important element in the growth of 
foreign trade during 1925 to 1929, was the trade between industrialized 
and agricultural countries. This trade was such that the balance of trade 
of agricultural countries became less and less favorable. 

Chapter 3 indicates that foreign borrowings were of importance in 
international trade during the period of prosperity. This increased the 
burden of interest payments and endangered the balance of payments of 
agricultural countries both in Europe and overseas as early as 1928. 
A poor crop year in 1929-30 for many agricultural countries outside of 
Europe, resulted in serious financial difficulties and loss of confidence in 
their financial ability. 

Chapter 5 indicates that the agricultural countries continued to have a 
debit balance of trade in 1930. Industrial countries increased the protection 
of their agriculture, thus narrowing the market for agricultural countries. 
Efforts of the latter to force their exports on this narrowed market resulted 
in a drastic price decline and a decline of purchasing power of agricultural 
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countries. This, in turn, is said to have caused a decline in the volume of 
manufactured goods. 

It is with mixed feelings that I attempt to appraise Dr. Timoshenko’s 
study. His approach is most highly commendable. The analysis of the 
world depression from the standpoint of individual commodities is very 
necessary and has too often been neglected. Furthermore, the approach 
from the standpoint of a study of the balance of trade and of payments 
between countries is highly essential to grasp the significance of the world- 
wide forces which were involved in the depression. Nevertheless, I find 
myself unable to agree with all his reasoning or with all his conclusions. 

Perhaps the first question which should be raised is: Is it established 
that there was an overproduction of agricultural products prior to 1929? 
Dr. Timoshenko’s evidence of overproduction is from his study of seven 
important agricultural commodities—wheat, cotton, sugar, wool, coffee, 
rubber and silk. For these commodities he has found that prior to 1929 
prices declined, production increased, and stocks increased. In some cases 
the decline of prices was very moderate; in other cases it was a decline 
from what appears to have been a very high peak relative both to prices 
before and after that peak. However, Dr. Timoshenko’s ultimate test of 
overproduction appears to be, “the early accumulation of stocks of agri- 
cultural commodities during the time when industrial prosperity was still 
developing” (p. 26). I do not think that this can, in fact, be held to be 
proof of overproduction. No attempt has been made to show that the labor 
and the natural resources devoted to producing these agricultural com- 
modities could better have been devoted to the producing of some other 
commodities. Perhaps the increase of about 50 per cent in Dr. Timo- 
shenko’s combined stocks index between 1925 and the middle of 1929 was, 
all things considered, a desirable increase. Perhaps, on the other hand, 
stocks increased because prices had been held too high and consumption 
thereby decreased. Perhaps, even though there was a basic expansion of 
acreage and other means of production, the increased production due to 
this expansion may be said to have been absorbed, whereas the increase 
in stocks was only that resulting from a series of years of abnormally 
high yields, and might have been expected to have been reduced in later 
years of low yields. These are all possibilities which must arise in the mind 
of the critical reader. 

Furthermore, it seems to the reviewer that Dr. Timoshenko places too 
much importance upon a small group of agricultural commodities and 
falls into error through his neglect of the price movements of other agri- 
cultural commodities and of non-agricultural commodities. To establish 
the fact of agricultural overproduction, it is of course, necessary to do 
more than discover a few cases of overproduction. It is to be expected 
that in the ebb and flow of our economic life there will be no time when 
there is not overproduction of some commodities—industrial and agricul- 
tural alike. I cannot conceive of any dynamic situation where it would not 
have been better if less of our labor and natural resources had been de- 
voted to the production of certain commodities, and more of it devoted to 
the production of others. But Dr. Timoshenko apparently is of the opinion 
that agricultural production generally was overexpanded prior to 1929. 

In the United States wholesale prices of agricultural commodities showed 
a general upward trend from the middle of 1921 to the end of 1924. 
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Although the index of farm product prices declined somewhat from early 
1925 to early 1927 the general trend from 1925 to the middle of 1929 was 
approximately level. The index of non-agricultural prices, on the other 
hand, after rising for a period of about 18 months from the latter part 
of 1921 to early 1923, showed a very definite downward trend from early 
1923 to the middle of 1929. Hence, the ratio of the wholesale prices of 
farm products to those of non-agricultural products had a very marked 
upward trend throughout the period extending from the beginning of 1921 
to the middle of 1929. 

Similarly, the ratios of the indexes of wholesale prices of farm products 
to indexes of all commodities for Canada and Australia show a distinct 
upward trend for the period 1923 to 1929. They do not show a downward 
trend from 1925 to 1929. For Great Britain the index of prices of foods 
(mostly agricultural commodities) rose steadily relative to the wholesale 
price index from 1923 to 1928 and was higher for the calendar year 1929 
than for any of the previous eight years except 1927 and 1928. These 
movements in prices of agricultural products as a whole relative to non- 
agricultural products as a whole do not support the belief that there was 
any general overproduction of agricultural commodities relative to indus- 
trial prior to 1929. 

Dr. Timoshenko stresses the idea that it was not the bounty of nature 
but rather an intentional expansion of the volume of agricultural output 
which brought about overproduction. Because of this, he says, industrial 
production was not stimulated, rather, “The price decline lessened the 
farmers’ buying power without encouraging industrial activity to a corre- 
sponding degree by lowering costs, as it had usually done during the pre- 
war cycles” (p. 30). It should be observed that the increase in agricultural 
production was due only in part to intentional expansion. For example, for 
the world as a whole, 1924-25 was a year of unusually low wheat yields, 
whereas in 1927-28 and 1928-29 yields were unusually high. 

But even if all the increase of production had been intentional, what 
difference does this make in the power of agriculture to buy industrial 
goods? It is the total purchasing power of agriculture for all industrial 
goods, not merely for consumption goods which affects the amount agri- 
culture buys from other industries. Industry can get along just as well if 
agriculture buys tractors rather than automobiles, barbed wire instead 
of bathroom fixtures, or milking machines in the place of radios. The real 
significance of this distinction appears to lie in its bearing upon credit 
expansion and upon the necessity and difficulty of industry shifting from 
one line of production to another. If the expansion of agricultural produc- 
tion was accomplished by an initial outlay of capital and financed by bor- 
rowing during the early part of the period, then, as the expansion ceased 
it would involve a shift from the producing of capital goods for agriculture 
to the producing of either capital or consumption goods for non-agricul- 
tural groups. Insofar as the capital outlays for increasing agricultural 
production did not involve borrowing, on the other hand, the required 
shift of industrial production following the reduction of the outlay would 
be from the producing of capital goods for agriculture to the producing 
of consumption goods for agriculture. 

If Dr. Timoshenko is correct in holding that, “when prices are lowered 
by the overexpansion of production . . . an agricultural crisis occurs,” 
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the question may well be asked whether there is no way under our 
economic system in which an intentional expansion of agriculture can be 
stopped without causing a depression. The ordinary course of events, 
according to traditional economic theory, would seem to be that if certain 
commodities are being produced in too large an amount, their prices will 
decline, and after a time with prices low and stocks accumulating, pro- 
ducers will begin to reduce their output. The effort formerly devoted to the 
production of these commodities will be shifted to others and the over- 
production will be cured. What economic theory does not usually deal with 
is the difficulties which are to be met in making the readjustments. Price 
rigidities and the friction of the movement of economic factors are all too 
likely to result in a reduction in the total output of a country rather than in 
merely a shift of production. These aspects of the causes of the depression 
I have dealt with at some length elsewhere.* 

In Chapters 2 and 3, which deal with foreign trade and the balance of 
payments, an attempt is made to show that agricultural countries were 
importing from industrial countries beyond their means to pay in exports. 
It is to be noted that the United States is classed among the industrial 
countries and not among the agricultural. From 1924 to 1929 the value 
of the exports of the countries classed as industrial increased more rapidly 
than did the value of their imports. Similarly, the value of the imports 
into agricultural countries increased more rapidly than did the value of 
exports from the agricultural countries. This was due to the more rapid 
increase in the quantity of industrial products entering into foreign trade 
than in the quantity of agricultural products entering into foreign trade. 
Prices of the industrial products and agricultural products moving in 
international trade, of course, fluctuate from year to year, but through 
the period 1924 to 1929 their declines were apparently about equal. This is 
indicated by the price indexes of exports and imports for seven European 
countries and for twelve agricultural countries outside Europe. The fact 
that the value of merchandise imports of the agricultural countries grew 
more rapidly than the value of merchandise exports indicates, of course, 
that the agricultural countries must have been making up the difference 
in some other way, and Dr. Timoshenko shows that this difference was 
accounted for by the agricultural countries borrowing from those countries 
which he classes as industrial (including the United States). He points out 
that the interest burden of twelve agricultural countries was about three 
times as large as Germany’s reparations payments, yet that these agri- 
cultural countries have generally been left out of account in discussions 
concerning the difficulty which various countries were having in meeting 
their balance of payments. 

This point is well taken, yet Dr. Timoshenko neglects to consider the 
distinction between the payments on international loans which have been 
made in connection with increasing the capital equipment of new countries 
and payments on reparations and on loans which have been made to 
rehabilitate war-torn countries. Though he has done well to call attention 
to the importance of the interest burdens of agricultural countries, he has 
failed to demonstrate, or even definitely consider the question of whether 
the loans to the agricultural countries could not have been repaid, pro- > 


1 Production and Demand: Contrasts between Agriculture and Other Industries, Chapter XI, 
in Stabilization of Employment, edited by C. F. Roos, Principa Press, Bloomington, Ind., 1933. 
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viding those countries were given appropriate time to make readjustments, 
instead of having their supply of credit suddenly curtailed in the middle 
of 1929. There is reason to hold that most of the agricultural countries 
would ultimately have been solvent had it not been for the intervening 
depression, whereas such was not the case with Germany. 

Despite the attention which he pays to the international trade situation 
and the balance of payments, Dr. Timoshenko misses the opportunity 
to point out that debtor industrial countries were under the necessity of 
reducing their imports relative to their exports. Failing sufficiently to 
expand their exports, they directed their efforts to a reduction of their 
imports and this reacted upon the debtor agricultural countries, as well 
as upon the great agricultural-industrial creditor country, the United 
States. In the opinion of the reviewer, the international trade situation 
was of greatest importance in causing the world-wide depression, and 
among the countries which experienced extreme difficulty in meeting their 
international obligations were the debtor agricultural countries. These 
countries, however, did not meet with serious difficulty until 1929, and 
their plight was basically due to the difficulty which certain European 
debtor countries (industrial and agricultural alike) had been experiencing 
for years—that is, it was due to the heritage of the world war. Had it not 
been for the burden of debts and reparations which the war placed upon 
European countries, and had it not been for the tremendous speculative 
boom in the United States and abroad during 1928 and 1929, the debtor 
agricultural countries probably would not have met with any extraor- 
dinary difficulties in meeting their international obligations. Similarly, 
had it not been for the policy of the United States demanding repayment 
of loans from European countries and yet, through its tariff policy, refusing 
to take payment in goods, the causes of the depression would have been 
greatly alleviated and the depression might have been less severe. 

Dr. Timoshenko’s study deserves the careful attention of all serious 
students of business fluctuations. He has done a real service in pointing 
out the difficulties with which agricultural countries were faced in meeting 
their international obligations, and how these difficulties may have con- 
tributed to the development of the depression. Although there may be 
differences of opinion as to just what are the causal interrelations involved, 
we must all agree that, “The mutual interaction between agriculture and 
industry, not primarily in one country, but in the world as a whole,... 
must be studied if we are to understand the unusual character of and 
extent of the present world-wide economic depression.” Dr. Timoshenko’s 
study constitutes a valuable aid to such an understanding. 

E. J. Working 

Bureau of Agricultural Economics 


Introduction to Rural Sociology by Charles R. Hoffer. New York: Farrar 
and Rinehart, Inc. 1934. Pp. XIV, 500. $3.00. 

This treatise which the author hopes will be “of interest to the general 
reader and also useful as a text” is set against several approaches to the 
subject. One of these is the “so-called formal approach” of Hawthorne 
who “used the term ‘socialization’ as the key to unlock the treasure house 
of sociological information about rural life.” Another is the method of 
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comparing rural life with urban ;—exemplified by Sorokin and Zimmerman 
in Principles of Rural-Urban Sociology. A third, indicated by the chapter 
titles of the books as in Rural Sociology by Taylor and again by Hayes, 
considers the problems of rural life not in a “framework of formal cate- 
gories, but rather by using terms more or less in current language and 
thought of sociologists and of rural people as well.” 

The author pursues the last of these methods, except for the omission of 
certain chapter headings such as “land policies, farm management, and 
others which have appeared in some rural sociology texts.” He describes 
the content of his book as an attempt to set forth facts of sociological 
significance and the sociological principles pertaining to rural life that 
seem to have general application. As in the first edition he presents a well 
arranged and compact treatment of the essential facts pertaining to the 
sociological side of rural life. The careful reader may question the classi- 
fication of certain chapter headings, however; for example, recreational 
activities, health, and rural standard of living are listed as rural social 
institutions. 

The inclusion of three new chapters—rural children, rural youth, and 
rural leaders—adds to the timeliness and readability of the book. Other 
chapters have been amplified or “completely rewritten.” The new and 
completely rewritten chapters surpass the other in up-to-dateness and 
interest. The chapters on rural youth, rural social organization, and town- 
country relationships are fresh and provocative. That on the rural standard 
of living might have been further improved by the inclusion of recent data 
and a clarification of terms and definitions. With respect to elements in 
the standard, it is questionable whether “The first is cost.” Are cost and 
efficiency elements of, or considerations with respect to, standards of 
living? Would more recent data show as marked differences in prevailing 
standards for owners and tenants as those pointed out on page 371? 
Possible evidences of trends in rural life are lacking in several chapters. 
This applies to the rural church, and to villages and towns particularly. 

The author avoids or escapes burdening the reader with an excessive 
sociological vocabulary; to the extent that the student of sociology may 
possibly be the loser. Study questions and reading lists at the ends of 
chapters are stimulating and helpful. The reviewer is left to wonder, 
however, if a few well-directed questions in the text would have added to 
the “movement” of the book. He felt the task of reading “dragging” 
occasionally due to the omission of introductory and summary paragraphs 
for the separate sections and chapters; for example, chapters VIII, X and 
XIII are in need of having “the ends tucked in,” in some such way as is 
done for the rural church on page 233. On the other hand, a chapter is 
over-summarized occasionally, for example chapter IX on farm labor. 

The book covers the field well and moves along smoothly for the lay 
reader and the general student. It is well adapted for and should have a 
wide use in the smaller colleges and teacher-training institutions. It fills 
the need nicely in this respect. Fortunately it leaves another opportunity 
for its author or some other writer. To the specialist in sociology as well 
as the rural social administrator it exhibits a certain lack of vigor and 
penetration. With this and other similar treatises as a background there 
is evident need now for a more forceful and more pointed presentation 
of the facts and other findings which are being rapidly accumulated in 
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rural sociology. The results of studies and investigations need to be 
quickly and effectively summarized, interpreted and evaluated for use by 
keen students of rural affairs and the many busy planners for national life 


in its relation to rural life. 
E. L. Kirkpatrick 


University of Wisconsin 


NEWS ITEMS 


The twenty-sixth annual meeting of the American Farm Economic 
Association will be held December 27-30, 1935 at New York City. Head- 
quarters of the Association will be at the Commodore Hotel. 


Marketing Research Division Organized 


Research in marketing in the Bureau of Agricultural Economics will be 
brought together in a new Division of Marketing Research with Dr. Fred- 
erick V. Waugh in charge. Dr. Waugh will give particular attention to the 
newer problems in marketing, and cooperate with the other divisions in 
general marketing research the present projects of which continue. Besides 
Dr. Waugh the staff consists of Mr. S. R. Newell, transferred from the 
Division of Crop and Livestock Estimates, Mr. A. C. Hoffman, transferred 
from the Agricultural Adjustment Administration, Mr. R. O. Been, trans- 
ferred from the Division of Crop and Livestock Estimates, and Mr. E. L. 
Burtis, recently from the University of Chicago. 

The Universal Cotton Standard Conference originally scheduled for 
March of this year will convene at Washington, D. C., instead in March 
1936. 


AAA and NRA Hearings Now Available 


Transcripts of the hearings held under the AAA and NRA have been 
made by the Joint Committee on Materials for Research of the American 
Council of Learned Societies and the Social Science Research Council in 
film form and are available to research institutions at cost. 

The AAA materials comprise 136,000 documents which include the 
stenographic reports of the hearings on the marketing agreements, codes, 
licenses, and processing tax matters and copies of data submitted in sup- 
port of testimony prior to and subsequent to the hearings in the form of 
letters, telegrams, petitions, case studies, charts, statistical tables, pam- 
phlets, books, etc. Transcripts of the stenographic reports above are 
procurable from the official reporters of the AAA. The additional materials 
are significant. The 58 volumes of 100 feet of film each occupy only a little 
more than one cubic foot of space. The film copies are more convenient to 
use than the material in the original form and quite as legible. The matter 
has been arranged into dockets (240) numbered and indexed. A projector 
for reading the film is needed, but standard machines may be rented if 
purchase is not warranted. 

The hearings on the codes of fair competition held under the NIRA 
make 68 volumes of 100 feet of film each, about 150,000 pages copied from 
originals deposited at the Code Record Section of NRA. The films do not 
contain the inaccessible confidential data known as A and B materials, 
but do include the complete transcripts of the hearings made by the official 
reporters, with all data submitted in support of testimony at the hearings. 

In connection with the attractiveness of the film form it is noted that the 
NRA hearings in hectograph would cost $3,000, whereas the film set may 
be had for about $200, and the films are compact and relatively permanent, 
16 mm safety film having been used. 

Further information about the sets and the terms may be obtained 
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from Prof. T. R. Schellenberg, Executive Secretary, Western Reserve 
University, Cleveland, Ohio. 

Baron Giacomo Acerbo, of the Ministry of Agriculture of Italy, has 
been appointed Italian delegate to the Permanent Committee of the Inter- 
national Institute of Agriculture at Rome, in place of Prince Ludovico 
Spada Potenziania. 


Mr. J. B. Andrews who has been serving as fieldman with the Illinois 
Farm Bureau-Farm Management Service has been transferred to the posi- 
tion of extension specialist in the Department of Agricultural Economics. 
W. A. Herrington is returning to the Farm Bureau-Farm Management 
Service in the position vacated by Mr. Andrews. Mr. Herrington was 
formerly with ~his Service but for the past three years had been farm 
adviser in McHenry County, Illinois. 

Dr. A. G. Black, recently in charge of the Corn-Hog section of the 
Agricultural Adjustment Administration, has been appointed Chief of 
the Bureau of Agricultural Economics. 


Dr. A. Bridges, of Oxford University, has been engaged in a study of the 
possible developments of the farm accountancy work of the International 
Institute of Agriculture, at Rome, Italy. 


Mr. Ralph Clifford, assistant in the Department of Agricultural Eco- 
nomics, University of Illinois has accepted a temporary appointment with 
the United States Department of Agriculture, Bureau of Agricultural 
Economics. 

Mr. J. B. Davis, formerly of the University of Kentucky and recently 
with the Brookings Institution, has received an appointment in the 
Tobacco Section of the Agricultural Adjustment Administration. 


Mr. Floyd DeLashmutt has been appointed Extension Economist in the 
Department of Rural Economics, Ohio State University. 

Mr. E. E. Edwards, of the Division of Statistical and Historical Re- 
search, Bureau of Agricultural Economics has been appointed to the 
Advisory Board for the Columbia University Studies in the History of 
American Agriculture. 


Mr. Virgil Gilman, formerly extension economist at Montana State 
College and recently with the Brookings Institution, has been appointed 
agricultural economist in the Land Policy Section of the U. 8. Department 
of Agriculture. 


Mr. H. P. Hanson, formerly land planning consultant in Minnesota for 
the National Resources Board, is now with the Land Policy Section of 
the AAA, stationed at Madison, Wisconsin. 


Mr. Charles L. Luedtke, Assistant Agricultural Commissioner at Buenos 
Aires, Argentina, since November 1930, has returned to the Foreign Agri- 
cultural Service Division, Bureau of Agricultural Economics, Washington, 
D.C. On his way home he stopped over in Peru to study cotton production 
in that country. 

Mr. Alan MacLeod, formerly of the University of Minnesota, is now 
doing graduate work at Harvard. When this work is completed he will 
return to his position at the Brookings Institution. 


Mr. B. L. McNabb has been appointed assistant in Agricultural Eco- 
nomics, University of Illinois to fill the position vacated by Mr. L. J. 
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Coolidge who accepted a position with the Soil Erosion Service in the 
Illinois Area. 

Dr. William Murray of the Iowa State College is teaching courses in 
farm finance and land economics at the University of Minnesota during 
the spring quarter. 


Dr. L. J. Norton resigned his position in the Department of Agricultural 
Economics at the University of Illinois to accept a position as Vice Presi- 
dent of the Production Credit Corporation, St. Louis, Missouri. Dr. Norton, 
while at the University of Illinois, worked primarily in the field of farm 
prices and statistics. 

Mr. Nils A. Olsen, Chief of the Bureau of Agricultural Economics since 
July, 1928, resigned effective April 15, to become head of the farm in- 
vestment department of the Equitable Life Insurance Company, of New 
York, N. Y. 

Mr. George W. Russell, (“A E”) Irish leader, for 25 years secretary 
of the Irish Agricultural Organisation Society, has been visiting the 
United States lecturing to groups interested in the cooperative movement. 


Prof. Sam Thompson has returned to his work at the Iowa State College 
after spending the fall and winter quarters at the University of Minnesota 
taking graduate work. 

Mr. Gerald B. Thorne has been placed in charge of the Corn-Hog sec- 


tion of the Agricultural Adjustment Administration, succeeding Dr. A. G. 
Black. 


Dr. J. E. Turlington, Professor of Agricultural Economics at the Univer- 
sity of Florida, died on November 2, 1934, after an illness of several 
months. Dr. Turlington received his Ph.D from Cornell in 1912. From 
1912 to 1916, he was associated with the University of Georgia and Cranen 
County Farm Life School. In 1916 he accepted the position of Professor 
of Agronomy at the University of Florida. In 1925 he became the head 
of the newly organized Department of Agricultural Economics in the 
teaching division of the college, which position he held until his death. 
The first research in Agricultural Economics by the college was under his 
direction as was the first work in Agricultural Economics Extension. 


Dr. Victor N. Valgren, until recently with the Division of Agricultural 
Finance, Bureau of Agricultural Economics, is now in charge of the 


insurance work of the cooperative division of the Farm Credit Admin- 
istration. 


Dr. V. R. Wertz who has been in the employ of the Farm Credit Admin- 
istration since August, 1934, returned to his duties in the Department of 
Rural Economics of the Ohio State University on April 1, 1935. 

Dr. Janet L. Weston, for three years engaged in the study of farm tax 
problems in the Division of Agricultural Finance, Bureau of Agricultural 
Economics, is now an instructor of economics at the University of Illinois. 
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